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Sales Volumes

Natural Gas Bcf 296 287 285 281 251

Liquids MMBbIs 32 31 29 32 31

Total MMB0e 81 79 77 79 73

Average Sales Price

Natural Gas per Mcf 3.04 3.00 2.54 5.04 5.26

Crude Oil

and Condensate per BbI $100.93 76.46 55.76 82.60 60.61

FINANCIAL DATA 2011 2010 2009 2008 2007

In millions except per share amounts and ratios

Revenues 3763 3022 2313 3901 3272

Net Income Loss 453 725 131 1350 944

Earnings Loss per Share Diluted 2.54 4.10 0.75 7.58 5.45

Weighted Average Shares Diluted 179 177 173 176 173

Cash Dividend per Share 0.80 0.72 0.72 0.66 0.44

Net Cash Provided by 2170 1946 1508 2285 2017

Operating Activities

Capital Expenditures 3024 2143 1317 2264 1739

Total Assets $16444 $13282 $11807 $12384 $10831

Total Debt 4469 2272 2037 2266 1876

Stockholders Equity 7265 6848 6157 6309 4809

Total Debt-to-Book-Capital Ratio 38% 25% 25% 26% 28%

Debt per Boe 3.70 2.08 2.48 2.62 2.13

Includes sales from equity method investees

Excludes equity method investees

See Adjusted Earnings and Reconciliation to Net Income Loss

per the Companys quarterly earnings releases

Excludes non-cash Aseng FPSO accrual and corporate acquisitions
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OUR FUTURE
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The anticipation of growth began with ow first major exploration discoveries offshore Fquatoi ial

Gurnea and subsequent discos erkes in the dtepw atcr Gulf of Mexico and oflhore Israel Earls results

tom horuontal drilling in the \iobrara in the IJ Pasin added to the ccitenent and ut lie potential

of Noblc nerg

can now say the waiting oser The moment has arrised and our futu is iow Tht the choscn

theme and title for this
yeai

annual report Now we can see the results from oui strategs well-

executed strateg that is sustainable across wide tange of business ens iron merits

Our future is transparent The long list of major development projects that esolsed from exploiation

discoveries are now reaching completion tseng offshore l.quatorial Guinea started production in

Nos ember arriving seven months ahead of schedule and below buc get tslore production will follow

in 2012 with Galapagos in the deepwater Gulf of Mexico and in 2013 with lamar offshore Israel and

%.len offshore Equatorial Gumea These and other ojtcts including the Niobrara deselopment in the

Rockies and our newts added position in the Marcellus Shak in the Northeast give us tFe confidenci

to project double digit annual reser production mud cash flow growth os er the next fisc scars

Our project ins ento remains deep dnerse and balanced between oil and gas U.S internatlonab

and exploration and development opportumties This portfolio allows us to optimal al ocate capital

based on the business ens ironnient and ensures we invest in frnancialls attractive rojects Pot

instance as natural gas prices declined in the U.S as result of abundant suppl redepked

capital to moie attractise opportunities within our portfolio Ii 2010 and carts 2111 me did sun ilat

raallocation ins oh Ing deepw ater Gulf of Mexico capital due to the drlling moratorium The diversit

of Noble Energys port folio gives us greater capability to continue our grow Hi momentum in spite of

unexpected evtnts or business conditions

Ow business is focused on five core regions three are within the .5 and two are international In

the U.S our core areas are the 13 Basin in the Rockies the Marcellus Shale in the Northeast and the

deepsm ater Gulf of Mexico Our international corc areas include offshoie VU st Urica primaril

Equatorial Guinea and ameroon and offshore Isriel and Cs pits the kastcrn Mediterranean All

fhe core regions are integral to our growth plans with excit ng fut ires

In the DJ Basin Noble Fnerg is taking an industi leading role in deselopinp the Niobrara formation

Os er seseral bears we have tested hor icontal drillmg primar its in the greater VI attenberg aic.a and

beliese we have now pros en its siabil it Results to date suggest horizonta wells will recos er 10

times oil and gas than sertical wells rhe Niobraza ft rmation an especially attractise target

.s of oil mixcd with gas thus grcatls enha icinginsestinent et irns In 2011

PNM5nrgy Inc 2011 Annud flaport
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we cxi
inde the hot izontal Niobrar progruil and drilled

appi oxiniatei1 Sa new hon ontal wells

th end of the sear net production from the hoi izoiit ii Niohi ara totiled approxim itch Ii thousand

hit rals of equis aleiit per Jas iloc an almost fourfold increase os th MBoe at the

cud of 2010 We rc fbr theI accclenstiig the program in 1012 is ith plans to di ill ovcr horiiontal

Niobrara xi ells and pushing the historical boundai ies of the attenb
rg fied hichi is cic iniitc

h1 thc iahi itv of ertical wells We are also test ig new des elopment concepts si as our Er oNode

ccnti au ed facilities which greatis rcduces oui cns iroamental footprint in spe
ds thc drilling

ai coniph ion pi ocesses Today the DJ Basins future could not look hi ightci is ith net riskc oil

and ga rest urces totaling billion barrels of oil equivalent Bhoe and oxen four and halt times the

resources estimated when we accluired Wattrnbci through 200S meigci with Patina Oil Gas

Corp ration

In 2011 we announced joint sentunc partnership with CONSOI5 Fnci gy for the des lopment of

approxniiat lv o2000 or acies in the ylarcr Ilus Shale located in Pennsslvania and \\ est iiginici

Noble Fnci has 50 percent working interest with CONSOI I5nei gi ow ning the rr mainder Fa

compan is opet ating iii
pie

sclected ai eas with Nc blc nergi designated to operate in thc 55 et gas

portio of the aci cage We iew this as yen \citing opportunits since thc ircellus Shale is

onsidei cr1 be one of the lai pest loswcc st gas fields br atcd close to premium is markets within

thc .5 angels held hi production this
acrcagc as oids the nced for drilling to simpls hold leases

We estnnatc that Noble Encrgv shame of net risked esourres is 74 trillion cubic fret Clef equis dent

Working with our partn production is growmngstroiaglv although will likely constrain inscstmcnts

in th di5 area of th fild until natural ga eeLs ectcrie to atteactis lcxel

In the dcepss ater Gulf of Mexico Noble I5nem xi as pi
oud to he an industi In adei post moratorium

rec lying the fir st drilling per mit in caill 2011 The resumpton of drilling in the Gulf of \lcxico

is as tl result of stork by Noble Enierg and othici industry leadcrs to implement ness practices

deplos ncw syste ns designed to enhance safet and improvr industr spill response and

contai nrnent capabilities

\\ ith the first Gulf of Mexico permit ste drilled the Santiago discow rv well Fhis elI is pail of thc

ongoing Galapagos pi ojcet which is scheduled for pm oduct ion in the first half of 2012 and expeetr ci

to idd approximately 10 MBoe net In 201 sir is ill continue cxplor ation in the Gulf of viexico as

well as the appi aisal of our major Gunfhmnt discos er

hr ighlig it tot West Africa was the startup ofthe vserig 1PSO project of fshorc Equatorial Guh1g

in November 2011 vs result of outstanding stork by the project tcam and their engineering and

const ructio partners the field began opem ation seven nionths early was under budget h1 13 percent and







Tht %eturn Noble nery the SP Index

is as built is ith an outstanding safets record In just few da sic achieved ulCtargeted oil
pi

oductioii

of 50000 gross barrels
per da Bi earli 2012 field production exceeded its target hi 10 percent

Our next offshore West Africa project the Alen field des elop iient continues to make excellent progress

and remains on schedule for fi st production in late 2013 We ar nounced another oil discovers at

Carla late Nos einbc 2011 and continue to explore in the region We has much to look forsi ard to in

est Africa with mans projects lined up for des elopment

In the Eastern Mediterranean Noble Energys exceptional xploi at ion success continued ii ith third

major gas discos cry offshore prus Blo 12 his discoveri announced in Dec ember 2011 has

estimated gi oss mean resources of Tcf Noble Energi has 70 percent is orkimig interest in the block

In earls Fehruar 2012 we made another ovei offshore israel at the lanin prosp ct Including

anin Noble Energl and our partners base noss discovei ed six ness consecutive gas fields in the

Les ant Basin with total gross me in resources estimated at appro\imatel1 15 Tcf lour of the discoserics

ai greater than one Tcf Development of our first majo discoverl in the basin Tainar apidis

progressed during 2011 and emains on schc dule for conlmissioning later this eai and fi st production

in earls 2013 ith discos ered resources rapidl growing we base assembled team ci aluate gas

export options Noble Energs legacs \Iari field offshore israel experienced record pioduction ni

2011 as it is as called upon to meet market demands to address suspended gas imports from Eg p1

due to ii nport pipeline damage As ark approaches depletion is is ill manage produ ion careful

in 2012 in order to bridge supplie to the
staitup Tamar pm oduc ion

We are proud of our iccomnphishments in 2011 hes has ti nh positioned us to cxpei ience long

period of substantial gross th that begins NO\A Thus once ciglin repeat ow future is NO\A cii ould

not be at this point is ithout the exceptional dedication and execution h1 our emplos crs For employees

who has is orked tirelessis for Noble Energi foi mans sears as well as those ho just joined us

cannot express boss much appreciate their coinmitniei to ou purpose Lnemgizhig the World

BetteringPeoples lives This purpose clearls includes delis ering exeellen retui ns to our shareholders

On behalf of the Board of Direr toms and our einplos ees si ant tc thank all of our sta keholders for

their continued confidence and support of Noble Energs

Charles Das idson

Chiajrinatm of th Board and ii iej Executive Offlcei

bobie Energy nc 2011 ftbnua tibport
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON D.C 20549
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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURITIES EXCHANGE ACT OF 1934
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or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15d OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to SEC
Commissionfile number 001-07964 Mail Proces5 in
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NOBLE ENERGY INC Washing000
Exact name of registrant as specified in its charter 405

Delaware 73-0785597

State of incorporation I.R.S employer identification number
100 Glenborough Drive Suite 100

Houston Texas 77067

Address of principal executive offices Zip Code

281 872-3100

Registrants telephone number including area code

Securities registered pursuant to section 12b of the Act

Title of each class Name of each exchange on which registered

Common Stock $3.33-1/3 par value New York Stock Exchange

Securities registered pursuant to section 12g of the Act None

Indicate by check mark if the registrant is well-known seasoned issuer as defined in Rule 405 of the Securities Act

Yes No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15d of the

Act Yes EI No

Indicate by check mark whether the registrant has filed all reports required to be filed by Section 13 or 15d of the

Securities Exchange Act of 1934 during the preceding 12 months or for such shorter period that the registrant was

required to file such reports and has been subject to such filing requirements for the past 90 days IE Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site if

any every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

232.405 of this chapter during the preceding 12 months or for such shorter period that the registrant was required

to submit and post such files Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K 229.405 of this

chapter is not contained herein and will not be contained to the best of the registrants knowledge in definitive

proxy or information statements incorporated by reference in Part Ill of this Form 10-K or any amendment to this

Form 10-K ll

Indicate by check mark whether the registrant is large accelerated filer an accelerated filer non-accelerated filer

or smaller reporting company See definitions of large accelerated filer accelerated filer and smaller reporting

company in Rule 2b-2 of the Exchange Act Check one

Large accelerated filer E1 Accelerated filer Non-accelerated filer Smaller reporting company

Do not check if smaller reporting company

Indicate by check mark whether the registrant is shell company as defined in Rule 12b-2 of the Act.D Yes No

Aggregate market value of Common Stock held by nonaffihiates as of June 30 2011 $15.6 billion

Number of shares of Common Stock outstanding as of January 13 2012 176958537

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registrants definitive proxy statement for the 2012 Annual Meeting of Stockholders to be held on

April 24 2012 which will be filed with the Securities and Exchange Commission within 120 days after December 31
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GLOSSARY

In this report the following abbreviations are used

Bbl Barrel

BBoe Billion barrels oil equivalent

Bcf Billion cubic feet

BOE Barrels oil equivalent Natural gas is converted on the basis of six Mcf of gas per one barrel of oil

equivalent This ratio reflects an energy content equivalency and not price or revenue equivalency

Given commodity price disparities the price for barrel of oil equivalent for natural gas is significantly

less than the price for barrel of oil

Boe/d Barrels oil equivalent per day

Btu British thermal unit

FPSO Floating production storage and offloading vessel

HH Henry Hub Index

LNG Liquefied natural gas

LPG Liquefied petroleum gas
MBbl/d Thousand barrels per day
MBbIs Thousand barrels

MBoe Thousand barrels oil equivalent

MBoe/d Thousand barrels oil equivalent per day
Mcf Thousand cubic feet

Mcfe Thousand cubic feet equivalent

MMBbIs Million barrels

MMBoe Million barrels oil equivalent

MMBtu Million British thermal units

MMcf Million cubic feet

MMcf/d Million cubic feet per day

MMcfe Million cubic feet equivalent

MMcfe/d Million cubic feet equivalent per day

MMgal Million gallons

NGL Natural gas liquids

PSC Production sharing contract

Tcfe Trillion cubic feet equivalent

US GAAP United States generally accepted accounting principles

WTI West Texas Intermediate Index



PART

Items and Business and Properties

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-looking

statements based on expectations estimates and projections as of the date of this filing These statements by their

nature are subject to risks uncertainties and assumptions and are influenced by various factors As consequence

actual results may differ materially from those expressed in the forward-looking statements See Item 1A Risk Factors

Disclosure Regarding Forward-Looking Statements of this Form 10-K

General

Noble Energy Inc Noble Energy we or us is leading independent energy company engaged in worldwide oil and

gas exploration and production Noble Energy is Delaware corporation formed in 1969 that has been publicly traded

on the New York Stock Exchange NYSE since 1980 In this report unless otherwise indicated or where the context

otherwise requires information includes that of Noble Energy and its subsidiaries All references to production sales

volumes and reserves quantities are net to our interest unless otherwise indicated

Our aim is to achieve growth in value and cash flow through exploration success and the development of high-quality

diversified portfolio of assets that is balanced between US and international projects Exploration success along with

additional capital investment in the US and in international locations such as West Africa and the Eastern

Mediterranean has resulted in visible lineup of major development projects which positions us for substantial future

reserves production and cash flow growth Occasional strategic acquisitions of producing and non-producing

properties such as our entry into new core area in 2011 the Marcellus Shale and the Denver-Julesberg DJ Basin

asset acquisition in 2010 combined with the periodic divestment of non-core assets have allowed us to achieve our

objective of well-balanced and diversified asset portfolio

Our portfolio is balanced between short-term and long-term projects both onshore and offshore The first of our major

development projects Aseng offshore Equatorial Guinea began commercial crude oil production in November 2011

coming online earlier than scheduled and 13% under budget Onshore US assets provide stable base of production

and accommodate flexible capital spending programs that are responsive to ongoing changes in the economic

environment Our long-term development projects while requiring multi-year capital investment are expected to offer

attractive financial returns and sustained production Our portfolio offers diverse production mix among crude oil US

natural gas and international natural gas

We have operations in five core areas

the DJ Basin onshore US
the Marcellus Shale onshore US
the deepwater Gulf of Mexico offshore US
offshore West Africa and

offshore Eastern Mediterranean

These areas provide

most of our crude oil and natural gas production

visible growth from major development projects and

numerous exploration opportunities

Our growth is supported by strong balance sheet and sufficient liquidity levels See Item Selected Financial Data for

additional financial and operating information for fiscal years 2007-2011

Major Development Project Inventory We are moving forward on number of major development projects many of

which have resulted from our exploration success Each project will flow through the various development phases

including appraisal drilling front-end engineering and design infrastructure build-out and exploitation We currently

have projects spanning all phases of the development cycle with some contributing production in 2011 and others with

first production targets ranging from 2012 through 2016 and beyond Although these projects will require significant

capital investments over the next several years they typically offer long-life sustained cash flows after investment and

attractive financial returns Our major development projects resulting from exploration success and strategic

acquisitions include the following

Sanctioned Projects Unsanctioned Projects

Horizontal Niobrara onshore US Gunflint deepwater Gulf of Mexico

Marcellus Shale onshore US Leviathan offshore Israel

Galapagos deepwater Gulf of Mexico Diega offshore Equatorial Guinea and

Tamar offshore Israel West Africa gas project offshore Equatorial Guinea

Aseng offshore Equatorial Guinea and

Alen offshore Equatorial Guinea

Additionally in December 2011 we announced our natural gas discovery well A-i in Block 12 offshore Cyprus



These projects are discussed in more detail in the sections below See also Item Managements Discussion and

Analysis of Financial Condition and Results of Operations Operating Outlook Major Development Project Inventory

Proved Oil and Gas Reserves Proved reserves estimates at December 31 2011 were as follows

Summary of Oil and Gas Reserves as of Fiscal-Year End

Based on Average Fiscal-Year Prices

_________________________________________ Decerrber3l 2011

Roved Reserves

Crude Oil

Condensate

NGLs Natural Gas Total

Reserves Category MlVBbls Bcf rvTvlBoe

Proved Developed

United States 134 1195 333

Equatorial Guinea 60 497 143

Israel 83 14

Other International 13 11 14

Total Roved Developed Reserves 207 1786 504

Proved Undeveloped

United States 110 781 240

Equatorial Guinea 46 289 94

Israel 2186 368

Other International

Total R-oved Undeveloped Reserves 162 3257 705

Total Proved Reserves 369 5043 1209

Natural gas is converted on the basis of six Mcf of gas per one Bbl of oil equivalent This ratio reflects an energy content

equivalency and not price or revenue equivalency

Other international includes the North Sea and China

Estimated reserves at the end of 2011 were approximately 1.2 BBoe an 11% increase from 2010 US reserves

accounted for 47% of the total and international reserves accounted for 53% Our 2011 reserves mix is 31% global

liquids 42% international natural gas and 27% US natural gas

See Proved Reserves Disclosures below and Item Financial Statements and Supplementary Data Supplemental
Oil and Gas Information Unaudited for further discussion of proved reserves

Crude Oil and Natural Gas Properties and Activities We search for crude oil and natural gas properties onshore
and offshore and seek to acquire exploration rights and conduct exploration activities in areas of interest These

activities include geophysical and geological evaluation and exploratory drilling where appropriate Our properties
consist primarily of interests in developed and undeveloped crude oil and natural gas leases and concessions We also

own natural gas processing plants and natural gas gathering and other crude oil and natural gas-related pipeline

systems which are primarily used in the processing and transportation of our crude oil natural gas and NGL production

Exploration Activities We primarily focus on organic growth from exploration and development drilling concentrating
on basins or plays where we have strategic competitive advantages such as proprietary seismic data and operational

expertise and which we believe generate superior returns We have had substantial exploration success onshore US
and in the deepwater Gulf of Mexico the Douala Basin offshore West Africa and the Levant Basin offshore Eastern

Mediterranean resulting in significant portfolio of major development projects We have numerous exploration

opportunities remaining in these areas and are also engaged in new venture activity in the US and international

locations

Appraisal Development and Exploitation Activities Our exploration success and strategic acquisitions have

provided us with numerous development opportunities as demonstrated in our growing inventory of major development
projects In 2011 we commenced oil production from Aseng the first of our major development projects seven months

ahead of the original schedule and 13% under budget Additionally we continued to make significant progress on our

other major development projects

Acquisition and Divestiture Activities We maintain an ongoing portfolio management program Accordingly we may
engage in acquisitions of additional crude oil or natural gas properties and related assets through either direct

acquisitions of the assets or acquisitions of entities owning the assets We may also periodically divest non-core non
strategic assets in order to optimize our asset portfolio



Entry into Marcel/us Shale Joint Venture On September 30 2011 we entered into an agreement with subsidiary of

CONSOL Energy Inc CONSOL to jointly develop oil and gas assets in the Marcellus Shale areas of southwest

Pennsylvania and northwest West Virginia The Marcellus Shale Joint Venture strengthens and rebalances our portfolio

providing new material growth area which we believe will contribute to future reserves production and cash flows

This transaction complements and further strengthens our US portfolio by adding high-quality asset with substantial

growth potential close to the USs largest gas market the Northeast US It significantly increases our inventory of low

risk repeatable projects while exposing us to more US unconventional resources The Marcellus Shale Joint Venture

combined with our other domestic projects in the DJ Basin and the deepwater Gulf of Mexico provides balance to our

rapidly expanding international programs

Under the terms of the CONSOL agreement we acquired 50% interests in approximately 628000 net undeveloped

acres existing Marcellus Shale production and existing infrastructure for approximately $1.3 billion including post-

closing adjustments Payments will be made ri three annual installments with the first installment made at closing on

September 30 2011 We will pay an additional $2.1 billion in the form of carry of CONSOLs drilling and completion

costs The carry which we expect to extend over approximately eight years or more is capped at $400 million annually

and suspended if average Henry Hub natural gas prices fall and remain below $4.00 per MMBtu for three consecutive

months The carry terms ensure economic alignment with our partner in periods of low natural gas prices Initially we

will be the designated operator of the wet-gas areas areas with more condensate or liquids and CONSOL will be the

designated operator of the dry-gas areas areas with little or no condensate or liquids

As result of this transaction we are now focusing on three core areas within the US the DJ Basin the Marcellus

Shale and the deepwater Gulf of Mexico We are also considering the divestiture of certain non-core onshore US

properties from our portfolio

See Item Managements Discussion and Analysis of Financial Condition and Results of Operations Liquidity and

Capital Resources and Item Financial Statements and Supplementary Data Note Acquisitions and Divestitures

and Note 12 Long-Term Debt

Exit from Ecuador In May 2011 we transferred our assets in Ecuador to the Ecuadorian government The Ecuadorian

government had previously terminated our Block PSC 100% working interest on November 23 2010 as we had not

negotiated service contract on Block in accordance with the terms of newly-enacted hydrocarbon law The law

aimed to change existing production sharing arrangements into service contracts and provided for renegotiation of

certain contracts by November 23 2010 We received cash proceeds of $73 million for the transfer of our offshore

Amistad field assets onshore gas processing facilities and Block PSC and the assignment of the Machala Power

electricity concession and its associated assets Our net book value for the assets had been reduced due to previous

impairment charges resulting in pre-tax gain of $25 million

DJ Basin Asset Acquisition In March 2010 we acquired substantially all of the US Rocky Mountain oil and gas assets

of Petro-Canada Resources USA Inc and Suncor Energy Natural Gas America Inc for total purchase price of

$498 million The acquisition included properties located in the DJ Basin one of our core operating areas The

acquisition added approximately 46 MMBoe of proved reserves at closing date and approximately 10 MBoe/d to our

daily production base starting from the closing date and provides significant growth potential Included in the purchase

were approximately 323000 total net acres

Onshore US Sale In August 2010 we closed the sale of non-core assets in the Mid-Continent and Illinois Basin areas

for cash proceeds of $552 million and recorded gain of $110 million The sale included approximately 32 MMBoe of

proved reserves at closing date and approximately 5.7 MBoe/d of production

Asset Impairments During 2011 we recorded impairment charges of $759 million mainly related to our non-core

onshore US assets The majority of these impairment charges were triggered by the significant decline approximately

17% over five year future period in natural gas prices in the fourth quarter of 2011 The US natural gas price

environment continued to be volatile during 2011 as spot prices declined 32% from $4.41 per MMBtu at December 31

2010 to $2.99 MMBtu at December 31 2011 See Item Financial Statements and Supplementary Data Note

Asset Impairments
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nor tic Ion in mn mc edqc ocr hr comm mdc nbeng dovelc pmnrent nrc cc ch Wy uuuur

bco in it nq hr rftl vdll nn 2010

30 wc llud tot it of 633 su cc it development wells nn isto nct VVattenberq of wf neh 04 wer dm1 cd

it ully rrt tIc Nnob Thc In 2011 we began co istructrng multn II horizo ftal cr 11mg id and

cc 11 bc hon fac he nrr nrnve urfac use and all for more effncnont xccutn ar itnon Wc

um val atmr thr viab Ny dO icr horizontal It spacing iid xtcnded rear hoc zontal lat ral 3ls

VV mbc nt buted 62 MBoc/d sale volume and nec resented approx moldy 290/ of eta consolrdatcd saNd

vc lu Tic rn It wrth ap1mr mxmnmately 5o bcnq lnqui is an pproxmately 3u7 MMBoc or/ft total ovcd res cv

it Dc rnbc ft Ion or ml rllmnq the Nnobnara has onqnnfncantty expanded tnc cconorrrrc lnmnt of tIn nc 01

v/urns fnoe nbe app oxnmately MBoe/d cm orn total of 85 pnoducnnq lN nn ou

mr ft Nr br ir crc or in ml ftc oght hornzonlal wells mr thc obr me fonmatnon norther or ido

cm It ft hc tIn 19 prngr esulted id irtnons to provcd rcaccnv of mpprc xrrnately IT MM
mpp xrnna 63 whoh ar qur

Wc In ive tinted hc mm oil ml dmnllmn ncqram on addntn mat mdccc ig mn cuthcaotcmn Wyomnr rrd we mrc

cv ml xc erg mmd ansp xtat or nIt mstrn ton moods wet as optmrnun well co opt Anon tc in qi
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mnonshorg cnn ytvanma ONSOL expertme nn pennmntt ig local watm sourcIng tnanspc mtatnon md pmocoeimmj

romtt help tic Irta nn gm mwttm mn opematnons Dr.rmmrrg the mc manndem ci 20 12 we xpc ff0 Ad app mxn atety two
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Lou siana Other onshore properties accounted for 17% of total consohdated sale volurne in 2011 an 8% ftotrl

proved reservcs at Do thor 31 20 Although our future development focus cncentrat th on ir five core are rs

we eonhnue to produce th develop in thes other are is We irrlled 168 dcvelopmcnt welD clurir 011 and pian

dnll approximately ten development wells dunng 012 there areas Addrtronally Co ihnuo tc evaluatc thc

dvoctment opportundies assoeated with cor am non core proertres

Deepwa Icr Gulf of Mexico icc ihonc of our deepwite Gulf of Mexico developr nG ecembe 31 20 11 arc

shawn on the mop beiow

The deepwater Gulf of Mexico is onc of our co uperoting aros Our foeu is on Dc impact opportunibes wrtf the

poter tral to provide srgnrfre 3nt medium and Ic nq term arowth have four proder irg fields ilti ongoing

development pie ts 3nd subst inbal inventory of exploration opportunities

rho deepwater Gulf of Mexico accounted for 7% of total consolidated sales volume in 2011 and of tot proved

reserves at Deeembu 201 Wc currently hold lea or on 102 deepw 3ter Gulf of Mexico blocks presenting

approximate 561 000 gross or es 103 000 net acre Of ou total gross ocr op roxrrii 3tc ly 63 000 oross aHes

33000 net acres ve been developed We are the perator on approximately i9% of tf leasea

Deepwter Gull of Mexico Explotatior Progo to Our deepwaor Gulf of Mrxico ooerations reulted from case

acqui ition expansion of ur seismic database rd ar cc ive drilling progre We currently hays an inventory 01

38 identified prospects of which 23 are otanc alone subsilt Miocen to gets It prospects ar ombmnation ci butt

larg stommu ulomit piu pci is well os uuwbe of aIle tv SOLk oppodu romeuts rr rrLu ac ubm ut

to an ongoing rigorous te hnieal maturation process and may or may riot emerge as drillable option lo supporl thr

future appraisal work in our exploration nventory we have cur tractod an adc rtional drilling rig
on shared basis in

2012 and 2013 We will have two separ Ac louemonth slots wi Ii the ENSCO 8%o which will shars the Gulf of Mcxi

workk ad with our urre itly contracted drilling rig
the NSGO 13501 Utilizing tic 3c drill rig during 2012 wc plar tc

drill tpproximately four wells up to two of wh ch we cu ently anticipate to be at ou Gunflm it dUcovery

Ir April 2010 thc deepw rter Gulf of Mexico drillr rig eepwater Norm on errgaq th in drillmnc operations fo 81

Exploration oth ction Inc ank arter blowout anc fire Deepwater 3ormzon lncidc nt he re ul ing Ic ak rused

significant oil spill
In May 2010 due thc epwater Horizon icident the Seers tary of thc Interior ceased issuing

offshore
drilling permits purauantto series of rnoratoria and Il deepwater drilling rtivitrrs in pngres were

suspended Deepwatr IVoratorium When the Dcepwater Moratorium was announcc we werc eouired to vpend

driling oeratnris at fleep Blur or ntigc In April 01 annojr ed ihat A/ hoc renein th tho Orut art

moratorium blowout preventer certification completion permit ard drilling pe nit to stur me drillirie our mnti mgo

exploration well We also inounced in Dccc mber 20 that we received drilling or nt to comnrnenue appraisal

drillirri at unflint

Deep Bloc During 011 ye resumed drilling efforts at teep Blue Green Canyon Bhek /2 33 0r operated working

ir terr which vas initially spud in 2009 and suspendd due to the De%water Moratorium In Nover iben 211 we

announced that we had fi mmshed tire well and tound additional hydnoe mrhons in high uality reservom During rst

guarter of 2012 we will bu completin additional analy is of the data from the side tr teE well



ii no iqnif dcelwJtr ulf of xico ptoperties and currcnt dv iopment pkns arc discu th in .1 dclail

kv

al got v3 nont cjec including Is abc/a Mississippi anyon lock 562 33% ci op rBc we king

it Miss sip anyo Blocks l9/563 opec tcd wockinc into sl and bar liagc Misassiopi

in Bloc 10 23 atud wrkinq interest Ih Galapagos uds oil dcv dooment project rI sto of

Li.li thO/ covory darti Pu 009 lwcovery anf Santiago Oil discovery In 009 we tpprovc

dcv loon 3an the xisting discovc ii wt ich udes cornolotion of th wells and conner tion to tie

\Jakik Juctior $atfo via subs ticback In May 2011 alto roc civinq crmit rc 5ume nlling

non it tha so ad iscove ed commercial quar titles of ruds oil at cant ago ur thi di ccv ry it lap

ye opmr During thc scconc quarter of we finished or ipletior activities it rtiago istallatior

th ide equi IT ent it the hos ility and subsea tiebacks for Santa run Isabella ant Santiaq are progrcss rig
We

ur ently xpect iducton to rime ice in the 5scond quar%r of 2012

atci Snot am sin ippi anycn Blocks 248 iid .92 Baton 07% operated wor ing intcrr was 2006

iatual gas dscoveiy and been producing rince 2008 South Baton 795 oper ited working intort of was 2008

crud dis overy Work fir iuth iton back to nonopcratcd host facility at Vios Vnoll Bloc 900 ongoir

whh inti il roduc ion dulod for trst quarter 2012

un lii Mis -is anyon 948 26c operated wci icing iterest Gunflint is 2008 crude oil discov ry aur

ry -sc cy war GuIr or Flc-xru drcuvury Cu date Lurrrrg nO unrtreatiur eurrrerrt ruvrrrry Ui Surrflrrrt

covc ry wa0 fi 3ied agr er iont imed us the operatc and ad led the nort em If of Misi sippi Cany

hocks 92 ii 199 thc çroject area whicl arready ncluded blocks 904 948 md 949 Also ao dot the ag cement

ii york ng ntc is vi seci 26% Ou arm to drill two or threr appraisal wells during 011 we delayed by

Is of th Dr pwat Mor atoriun In Cc ober 2011 re eived 11mg ermit irid in December 2011 we
cd ri hr at Gunfliat Aph raisal of iflint is necessary to narrow the rcsourcc range before final plan iinq and

anct rang dovclopm ant yect Wc currently anti patc Irilling up to thr appraisal wells to fully iluat thc

xGnt th rcservo

in cviuwir host platfor ri ption it lii sut sr tieback to an xisting tt rd arty host arid instruc tic of

ow fat
iCy

We currently ta qeting 201 for production start
rip

If we choose tc cc nnect to ii ox sting third party

isP th pr cctc5ou have an cmlerated cmplatic sc alouD

Swo 5sf C/ic Kriol Bk c/cs /17 961 and 96 85% operated workuig inlcr stl wor If -h i0 2001 discv ry

oari Proc ii in 20 hr SwordS -C project currently rn ludes two prod icing 3ls co incct lo to third party

produc5io -iii throuoh uhsea tiebacks

dccg Ci ci Ga iyc
Blo I- 5094 aon-oper ted working intent st ficonderoga 2004 ci dc

ovc an in prodi ring 000 fhe project currer fly includes tC roe producing IS connected cxrs

rf astr ctur th ou3C sub ea tieb cks

ci or 940 BIoS 13 OP operalod working ir tort rt Lor en was 2003 rude oil disc avery ard began

cc ng 20% fhe projectcu nntly includrm one producing well cor necDd to exirl nq infrastu furo ttrouqh subea

ur nfornation busine na focu es offsh rr opp xtunitic0 in aultiple ountrrcs md providc lance ar liv city

or rot cli yr Ic merit prop ts in Equatorial Guinca Israel do North ca arc China hnvc contrrbutc

.uh inti Ily to or ci owtI oi is dcc

Siqnifk5a cent or0 tion su c5es cs off ior Wo st Afric BraS and Gyp harm idc ntified multrplc riajor

cv los iert proj c-I0 that arc pected to rtributo to product ion growth in thc future We have large acre qo

ition mt rca thc Eastern Mcditer ant an arid numb of other locations th at provide furth xploratror

op rtuniti

ito na ion sit ation acci in fo 46c ci total onsolidatcd aIm volumc in 2011 nd of total pr ived

e-e-ves at Ge -ombe 31 loll Intarnational proved reserves are approximately 801 natural gao and O% crude oil

id mtc rations quaforial line Cyprus China and Seneg al/Si ir ea Bcau arc conducted in

it 5c rc icc wilt the of Ii meroon wc operate in ac ordance wrtr thE tc rm 01 Plc and mm ng

it es on Op ra ons in rat th Nortf .ca and other foreign locations are nducted in at cord into will

on ens it ormit or Ii cnses
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West Afrk Equitor Gutnea Carneroo and SenegaUGwneaBssau WetAfnca one of cu hoe operatlnq

ar and lu cc the Alb fIeld ck ar Block offst or quatork Guinea th oYo rnnng eoncessor aid

apha PSC o% hire imerc on is well ac tie AGC rot md Bk ok offrhore enegal/Gulneo Blssau juatorial GuInea

icccu ted to aoproximately 2$/a 011 to at consolidated sale vlurno aid 0% of total proved recuves at

abe 01 At 31 211 we hell approxlrlately J000 net dc vebped aces nd 137 000 ret

id velopd icr Iquatc lal 3ulno 56 3000 iet undeveloped acres Gameroo nd 729 000 net undevolopod

In 3en I/C irnc bls au

A/b i1 /d ha cia 34c in operated worklr InUre the Alba Id offslore Equatoial Gulnei whIch has

be rcdu 119 ncr 1991 OperatIons Include tIe Ails fel md rolatcd oductlon and condensite slorag facllItlos

an P8 nec snq plant where Itlonal condensat cxtract md ilong wIth PG and methan plant capibk

bc 119 3180 met IC tc air day qross the PG pro mj ol nt rid th ethanol plant are bc on

3loko lmnd

ch cc ca4ur ml gr daUln fra the lba fIeld ta hc LPC part tn mUharol p1 aid fffaU

ph at p1 mt owr by Alt Pta it Alba Plant whIch we have 28% torest counted for

ind the qulty Ahod he thanol plant IS owned by AtI nbc Methan it ProductIon Con pany LC MPC In

wh in ive Intol st Ice icc ounti for ur do the qi Ity
method AMPCO purchae natural gas from tI

\lb fob icr contract th it runs th ougl 226 aid suUcquontly maikets the produc methanol prman to

ur amer the IJ ar Pulopi Alba Plant sells tc LI-C prc ducts and condone Ito it Our marne tern nat at prevaIl ng

nor pace II our arc cor bensat produced ff15 Alba fIr ii under short term mntracts market baser

IgnIfrarItdcvcIopmen plannIng his ccci rr for cn Alba held comtres on project whIch nituril proqresor for

th 6I atlor celtic cld We ire cvaluatlnj cort 310 featur ai of protect ipleme it dIon and expect grant rat
pr

atp vabin2U

ci eject IS ide cli dciv lopm nt proj met on Block 138% perated workIng InteNt whIch Includes

fi onli wills tIowIr to in Aseng I-P sO ahere the produ lIon stream IS separat he oIl Aored on

th the PU ci if whIt th natural gas an wat- ire injected Into tic reserv iir to mar ta pre ur md
oIl ecov We ire the technIc at operr tor of the Aseng Project

If thong th CSI9fl act as roduc tic hub well is lIquIds stor ige and oftbo mduig hul wh

apabIlIt to upport futurc mubsea oIl fieb developrirer Is the area it also has It
hllity

to take on oard stabrlrs

en ill mm ga cc ma fIelds 10 th ai It ca abbe prucesIng MBhI/c blqulcU IncludIng 88

\4B1 if oIl ni re Inee 10 MMcfid itur ml gas Storage mpproxri mtr MMBbbs cI 119 lId

we cci tide con tr chor At me \seng FPSO whlct rrrv at bceatlon in oum orrab Ci In mcd

ebb Ii mt iblc hen tat 28 We havi aecutcd nIb saP purchase rid irkI tlng grec as at lb

err ci La or cc nrnrtra fIr

Cu ire 20

011mb cd

CL or



First producbon at Aseng commenced on Novembcr 201 id we completed threi hi igs total no over 860 MBbl ne

in 2011 As of December 31 2011 we had ret oil produclion of approximately 19 MBLI/d

A/en Project Alen located primarily on Block 45% operated working interest offhoru quaton Guinea ir our

next West Afrea development project Initial field development will include three productron well md threr subsca

natural gas injection wells tied to processing facility roduced condensate will be separated md piped to the Aerig

FPSO where it will be held until sold Associated natural gas will be reinjected into the rcs rvo to maintain pro sure

ad maimize I4uid recov ry The Aien faciiities ire rsigned tn pro ess up to 440 MMrfOt nf Uiral qa 40

MBbI/d of condensate We are the technical operator of the Alen Project

During 2011 we began platform fabrication end commenced development drilling rst production Alcn is urr ntly

expected to commence by the fourth quarter of 2013 20 MBbI/d net Natural gas reinjection iso tiriated to be 390

MMcf/d during gar recyclinq The toD gross developrr ent cos is estimated at billion

Other Block Projects During the second quartei of 201 we lrilled the successful Dieqa aporaisil well wf

encountered both crude oil and natural gas We have drilled two sidetracks each of which encountered tydrocarbon

We are currently finalizing our appraisal of Diega and are evaluating regional develooment scenaik Additionally in

late 2011 we drilled the Carla well successful oil appraisal well in Block offshore Equatorial Guinea We are

evaluating drilling results from our Dieqa and Carla discovery wells and reviewinq development options and formulating

development plan for these areas

West Africa Gas Project The Equatorial Guinea Ministry of Mir es Industry md Energy MMIE considering

development of an integrated gas project Integrated Project vvhich ncludes upstream gas projects the nequircd qas

transportation system and second LNG train Noble Energy as Chair of the lritcgrmted Project committee working

with the MMIE and other Inteqrated roject stakoholders to delermine the Integrited Project scope and shedule

Canreioon We have an interest in over one million gross acres offshore Car ieroon which include the YoYc reining

concession md Tilapia P50 We are the operator 50Y working interest in Carmieroon Natural gas and condens ste

were disc overed in 2007 when we drilled the YoYo Exploratory well During 20 11 the seisrni data acquired in

2003 and 2010 oven the YoYo and Tilapia blc cks was reprocesed for further interpretatior .Additionially mning 2011

we drilled an exploration well testing the Bwabe prospc ct in the Tilapia Block offshore Cameroon reached total ospth

during late 201 arid did riot find commercial quantities of hydrocarbons We are curently eva stinq sever pno.pects

as follow up for our offshore Cameroon exploration program

Senegal/Guinea Bissau During 2011 we farmed into the AGO Profond block 30% non operated working interest

which covers more than two million gross err and includes number of identified prospect The joint venture drilled

the Kora exploration well during 2011 The well did not result irs commercial quantities of hydrm arhonc wev mr

there are number of prospects in thc area We are working with ecu partners on future exploratio plan md have tf

option to become thc operator going forward

12



aatern Modftorranean ra and Cypru Anoth cars ie atrnq rs bc ate rn the rstern Math rra car
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Ic car oat en 10 id Of mrl off hore Is rn water dep ho inqrng im 00 teal to oOO Oar Iea old
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Noa Project We are in the process of developing the Noa reserves 47% operated working interest to support near-

term deliverability to Israeli customers The Noa project allows us to continue producing through the Marl-B platform at

high rates bringing another source of natural gas through our existing Marl-B facilities before Tamar begins producing

Two development wells have been drilled engineering and design have been completed and installation and

fabrication are progressing on schedule First production at Noa is expected in the third quarter of 2012

Pinnacles Project We are also studying the potential development of Pinnacles located near the Marl-B field to help

meet the Israeli natural gas demands If partner approval is obtained and development occurs as expected Pinnacles

will begin producing in the third quarter of 2012

Tamar Project We discovered the Tamar natural gas field 36% operated working interest offshore Israel in the Levant

Basin in 2009 lamar is one of the worlds largest offshore conventional gas discoveries in recent years In 2010 we
sanctioned the development plan for Tamar and submitted the plan to the Israeli government for approval

The initial phase of lamar development will include five subsea wells The natural gas produced at these wells will flow

to new offshore platform to be constructed near the existing Marl-B platform The natural gas will then be delivered to

an existing pipeline that connects the Marl-B field to the Ashdod onshore terminal The development will allow for

significant expansion as the Israeli natural gas market grows We commenced field development drilling platform jacket

and deck fabrication pipeline installation and onshore facility expansion during 2011 with first production expected by

second quarter of 2013 The total first phase development cost of Tamar is estimated at $3.0 billion $1 .1 billion net

The Israeli natural gas market continues to grow and the Tamar partners are in the final stages of sales contract

negotiations with the Israel Electric Corporation Limited IEC and are in active discussions with existing and new

customers to sell natural gas from the Tamar field See International Marketing Activities and Delivery Commitments

below

We are considering the implementation of floating LNG FLNG project at Tamar and have begun conducting

preliminary engineering design work The economic viability of such large project is dependent on the ability to export

natural gas to the international market We are working with the Israeli government to obtain support for the project

Leviathan Project In December 2010 we announced significant natural gas discovery at the Leviathan prospect

40% operated working interest in the Levant Basin offshore Israel The Leviathan field is the largest discovery in our

history and was the worlds largest offshore natural gas discovery in 2010

In early 2011 we drilled the Leviathan-2 appraisal well which encountered wellbore issues resulting in our abandoning
the well The incident was covered event under our well control insurance therefore we expect to recover most of

the costs from insurance subject to deductible

We resumed the natural gas appraisal drilling program in mid-2011 with the successful Leviathan-3 appraisal well In

January 2012 we resumed drilling at the Leviathan-i well in order to evaluate two additional intervals for the existence

of crude oil Results from these deeper tests which have low chance of success are expected during the first half of

2012

We have project and commercial teams in place and are in the process of considering our commercialization options for

Leviathan Due to the size of the field economic viability depends on the ability to export via pipeline or LNG
Engineering design and planning work are currently underway for potential first phase of development however we
have not yet sanctioned development project

Although we will be able to incorporate our knowledge gained on the Aseng and lamar projects to Leviathan such

complex costly project is not without financial or execution risk See item 1A Risk Factors The magnitude of our

offshore Eastern Mediterranean discoveries will present financial and technical challenges for us due to the large-scale

development requirements

Dalit Dalit 36% operated working interest was our second 2009 natural gas discovery in the Levant Basin We are

currently working with our partners on cost-effective development plan

Dolphin During the fourth quarter of 2011 we completed drilling the successful Dolphin 39.66% operated working

interest exploration well in the Hanna license southwest of the Tamar gas field and are evaluating results

Cyprus During the fourth quarter of 2011 we drilled successful natural gas exploration well A-i in Block 12 The

well encountered approximately 310 feet of net natural gas pay in multiple high-quality Miocene sand intervals

In 1974 the island of Cyprus was partitioned into two parts the Republic of Cyprus with the majority of the south under

its effective control and the lurkish-controlled area in the north which calls itself the Turkish Republic of Northern

Cyprus The United Nations recognizes the sovereignty of the Republic of Cyprus over the entire island The Republic

of Cyprus has been member of the European Union since May 2004 The Turkish government opposes the current

exploratory activities being conducted by the Republic of Cyprus claiming such activities will have detrimental effect

on reunification negotiations and that any development projects should be deferred until the dispute over the political

status of the island is resolved While lurkey has voiced its opposition to the drilling operations the European Union

Russia and the US have supported Cyprus right to drill and our activities
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Other Exploration Activities

Tanin During the fourth quarter of 2011 we spud the Tanin 47.06% operated working interest well in the Alori

block offshore Israel In February 2012 we announced natural gas discovery at Tanin

Seismic

Israel During 2011 we completed the 3-D seismic survey that was started in 2010 for the Ruth Ratio and Alon

licenses offshore Israel

Cyprus During 2011 we acquired approximately 1544 square miles of 2-D seismic per our PSC work program

See Item Risk Factors Our international operations may be adversely affected by economic and political

developments and Our operations may be adversely affected by civil disturbances terrorist acts regime changes

cross-border violence war piracy or other conflicts that may occur in regions that encompass our operations

Other International

North Sea We have been conducting business in the North Sea the Netherlands and the United Kingdom UK since

1996 and currently have interests in 14 licenses on 15 blocks with working interests ranging from 7% to 40% We are

the operator of one block

Most of our production is from the Dumbarton and Lochranza fields 30% non-operated working interest in blocks

5/20a and 5/20b in the UK sector of the North Sea We also have production from the MacCulloch Hanze Cook and

other fields

The Dumbarton development which began production in 2007 includes subsea tie-back to the GP Ill an FPSO GP
Ill FPSO in which we own 30% interest Dumbarton has eight horizontal producing wells and two water injection

wells Two additional producing wells from the nearby Lochranza discovery are tied back to the Dumbarton facilities

During 2011 we began drilling third Lochranza well and expect production to the Dumbarton facilities in early 2012

We also participate in the Selkirk 30.5% non-operated working interest project located in the UK sector of the North

Sea We are currently working with our partners on development options

The North Sea accounted for4% of 2011 total consolidated sales volumes and 1% of total proved reserves at

December 31 2011 At December 31 2011 we held approximately 6360 net developed acres and 29130 net

undeveloped acres At December 31 2011 we were running one horizontal rig and expect to drill one horizontal

development well during 2012 at our Lochranza field

China We have been engaged in exploration and development activities in China since 1996 under the terms of 30-

year PSC We have 57% non-operated working interest in the Cheng Dao Xi CDX field which is located in the

shallow water of the southern Bohai Bay During 2011 we completed the commissioning of the newly installed

platform and commenced engineering and design of third platform platform In addition we drilled and completed

six development wells five of which were production wells and one water injection well The drilling results in 2011 gave

us additional confidence going forward on the western side of the block

China accounted for 2% of 2011 total consolidated sales volumes and 1% of total proved reserves at December 31

2011 At December 31 2011 we held approximately 4000 net developed acres and no undeveloped acres

Other International Properties At December 31 2011 we held undeveloped acreage offshore in other international

locations including Nicaragua India and France During 2011 we acquired 3-D seismic for Nicaragua

Proved Reserves Disclosures

Implementation of the Securities and Exchange Commissions SEC Revisions to Oil and Gas Disclosures

Effective December 31 2009 we implemented the SECs final rules related to the modernization of oil and gas

reporting SECs reserves rules Although the SECs reserves rules allow probable and possible reserves to be

disclosed separately we have elected not to disclose probable and possible reserves in this report See Item

Financial Statements and Supplementary Data Supplemental Oil and Gas Information Unaudited for description of

the most significant revisions to oil and gas reporting disclosures

Internal Controls Over Reserves Estimates Our policies regarding internal controls over the recording of reserves

estimates require reserves to be in compliance with the SEC definitions and guidance and prepared in accordance with

Standards Pertaining to the Estimating and Auditing of Oil and Gas Reserves Information promulgated by the Society of

Petroleum Engineers Our internal controls over reserves estimates also include the following

the Audit Committee of our Board of Directors reviews significant reserves changes on an annual basis

each field representing more than 1% of total proved reserves as well as rotating group of smaller fields

which combined represent over 80% of our reserves are audited by Netherland Sewell Associates Inc

NSAI third-party petroleum consulting firm on an annual basis and

NSAI is engaged by and has direct access to the Audit Committee See Third-Party Reserves Audit below

In addition our Company-wide short-term incentive plan does not include quantitative targets for proved reserves

additions
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Responsibility for compliance in reserves estimation is delegated to our Corporate Reservoir Engineering group

Qualified petroleum engineers in our Houston and Denver offices prepare all reserves estimates for our different

geographical regions These reserves estimates are reviewed and approved by regional management and senior

engineering staff with final approval by the Vice President Strategic Planning Environmental Analysis Reserves

Vice President Reserves and certain members of senior management

Our Vice President Reserves is the technical person primarily responsible for overseeing the preparation of our

reserves estimates Our Vice President Reserves has Bachelor of Science degree in Engineering and over 25 years

of industry experience with positions of increasing responsibility in engineering and evaluations The Vice President

Reserves reports directly to our Chief Executive Officer

Technologies Used in Reserves Estimation The SECs reserves rules expanded the technologies that company
can use to establish reserves The SEC now allows use of techniques that have been proved effective by actual

production from projects in the same reservoir or an analogous reservoir or by other evidence using reliable technology

that establishes reasonable certainty Reliable technology is grouping of one or more technologies including

computational methods that has been field tested and has been demonstrated to provide reasonably certain results

with consistency and repeatability in the formation being evaluated or in an analogous formation

We used combination of production and pressure performance wireline weilbore measurements simulation studies

offset analogies seismic data and interpretation wireline formation tests geophysical logs and core data to calculate

our reserves estimates including the material additions to the 2011 reserves estimates

Third-Party Reserves Audit In each of the years 2011 2010 and 2009 we retained NSAI to perform reserves audits

of proved reserves The reserves audit for 2011 included detailed review of 14 of our major onshore US deepwater

Gulf of Mexico and international fields which covered approximately 80% of US proved reserves and 98% of

international proved reserves 90% of total proved reserves The reserves audit for 2010 included detailed review of

13 of our major fields and covered approximately 88% of total proved reserves The reserves audit for 2009 included

detailed review of 20 of our major fields and covered approximately 86% of total proved reserves

In connection with the 2011 reserves audit NSAI prepared its own estimates of our proved reserves In order to prepare

its estimates of proved reserves NSAI examined our estimates with respect to reserves quantities future production

rates future net revenue and the present value of such future net revenue NSAI also examined our estimates with

respect to reserves categorization using the definitions for proved reserves set forth in Regulation S-X

Rule 4-10a and subsequent SEC staff interpretations and guidance

In the conduct of the reserves audit NSAI did not independently verify the accuracy and completeness of information

and data furnished by us with respect to ownership interests oil and gas production well test data historical costs of

operation and development product prices or any agreements relating to current and future operations of the fields and

sales of production However if in the course of the examination something came to the attention of NSAI which

brought into question the validity or sufficiency of any such information or data NSAI did not rely on such information or

data until it had satisfactorily resolved its questions relating thereto or had independently verified such information or

data

NSAI determined that our estimates of reserves have been prepared in accordance with the definitions and regulations

of the SEC including the criteria of reasonable certainty as it pertains to expectations about the recoverability of

reserves in future years under existing economic and operating conditions consistent with the definition in

Rule 4-10a24 of Regulation S-X NSAI issued an unqualified audit opinion on our proved reserves at December 31
2011 based upon their evaluation NSAI concluded that our estimates of proved reserves were in the aggregate

reasonable and have been prepared in accordance with Standards Pertaining to the Estimating and Auditing of Oil and

Gas Reserves Information promulgated by the Society of Petroleum Engineers NSAIs report is attached as Exhibit

99.1 to this Annual Report on Form 10-K

The fields audited by NSAI are chosen in accordance with Company guidelines and result in the audit of minimum of

80% of our total proved reserves The fields are chosen by the Vice President Reserves and are reviewed by senior

management and the Audit Committee of our Board of Directors Our practice is to select fields for audit based on size

This selection process results in the audit of each field representing more than 1% of total proved reserves As result

for each of the years 2009 2011 our ten largest fields at the current time were audited The Aseng field was first

audited in 2009 the Tamar and Alen fields were first audited in 2010 and the Marcellus Shale field was first audited in

2011 as no reserves had been recorded in prior years

When compared on field-by-field basis some of our estimates are greater and some are less than the estimates of

NSAI Given the inherent uncertainties and judgments that go into estimating proved reserves differences between

internal and external estimates are to be expected For proved reserves at December 31 2011 on quantity basis the

NSAI field estimates ranged from 17 MMBoe or 19% above to 14 MMBoe or 5% below as compared with our estimates

on field-by-field basis Differences between our estimates and those of NSAI are reviewed for accuracy but are not

further analyzed unless the aggregate variance is greater than 10% Reserves differences at December 31 2011 were
in the aggregate approximately 18 MMBoe or 2%
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Proved Undeveloped Reserves PUDs As of December 31 2011 our PUDs totaled 162 MMBbIs of crude oil

condensate and NGLs and 3257 Bcf of natural gas for total of 705 MMBoe

PUDs Locations We have several significant ongoing development projects which are in various stages of

completion PUDs are located as follows at December 31 2011

146 MMBoe in the DJ Basin including Wattenberg where we are projecting reasonable levels of increased

activity with projected rig counts in line with past levels of operations

21 MMBoe in the deepwater Gulf of Mexico 91% of which are related to our Galapagos project which is

expected to be producing in the second quarter of 2012

68 MMBoe in the Marcellus Shale

94 MMBoe in Equatorial Guinea 73% of which are in the Alba field with the remainder in the Alen field The

Alba field PUDs represent compression reserves that will be recovered from existing wells and will be

reclassified to proved developed during the next five years The Alen field PUDs are scheduled to be

reclassified to proved developed reserves beginning in 2013
365 MMBoe in the Tamar field offshore Israel The Tamar field PUDs are scheduled to be reclassified to

proved developed reserves when production begins currently expected in second quarter 2013 and

the above fields represent 99% of total PUDs The remaining 1% is associated with ongoing developments

within the next five years in other onshore US and international areas

Changes in PUDs Changes in PUDs that occurred during the year were due to

recording of approximately 56 MMBoe PUDs acquired in the Marcellus Shale Joint Venture transaction

recording of approximately 58 MMBoe PUDs from ongoing onshore US development programs primarily in

Wattenberg and the Marcellus Shale

recording of approximately 80 MMBoe PUDs from additional appraisal activity at Tamar plus MMBoe from

other international areas

conversion of approximately 45 MMBoe PUDs into proved developed reserves

reclassification of approximately 28 MMBoe PUDs primarily in Wattenberg including vertical Codell and

Sand programs that were not scheduled to be developed within five years due to additional shifting of activity

to the horizontal Niobrara program

negative revisions of approximately 10 MMBoe primarily from dry-gas fields in the onshore US due to reduced

activity assumptions and

positive revisions of approximately MMBoe in PUDs primarily due to changes in commodity prices

Development Costs Costs incurred to advance the development of PUDs were approximately $1.4 billion in 2011

including $66 million non-cash costs related to an increase in our Aseng FPSO lease obligation $1.1 billion in 2010

including $266 million non-cash costs related to an increase in our Aseng FPSO lease obligation and $440 million in

2009 including $29 million non-cash costs related to an increase in our Aseng FPSO lease obligation significant

portion of costs incurred in 2011 related to our major development projects horizontal NJiobrara Aseng Marcellus

Shale Alen Tamar and Galapagos which will be converted to proved developed reserves in future years

Estimated future development costs relating to the development of PUDs are projected to be approximately $2.4 billion

in 2012 $1.3 billion in 2013 and $1.0 billion in 2014 Estimated future development costs include capital spending on

major development projects some of which will take several years to complete Proved undeveloped reserves related

to major development projects will be reclassified to proved developed reserves when production commences

Drilling Plans All PUDs drilling locations are scheduled to be drilled prior to the end of 2016 PUDs associated with

projects other than drilling such as compression projects are also expected to be converted to proved developed

reserves prior to the end of 2016 Initial production from these PUDs is expected to begin during the years 2012 -2016

For more information see the following

Item Managements Discussion and Analysis of Financial Condition and Results of Operations Proved

Reserves for discussion of changes in proved reserves

Item Managements Discussion and Analysis of Financial Condition and Results of Operations Critical

Accounting Policies and Estimates Reserves for further discussion of our reserves estimation process and

Item Financial Statements and Supplementary Data Supplementary Oil and Gas Information Unaudited for

additional information regarding estimates of crude oil and natural gas reserves including estimates of proved

proved developed and proved undeveloped reserves the standardized measure of discounted future net cash

flows and the changes in the standardized measure of discounted future net cash flows

Other Resetves Information Since January 2011 no crude oil or natural gas reserves information has been filed

with or included in any report to any federal authority or agency other than the SEC and the Energy Information

Administration EIA of the US Department of Energy We file Form 23 including reserves and other information with

the EIA

17



Sales Volumes Price and Cost Data Sales volumes price and cost data are as follows

Roduction

CostSales Volunes Average Sales Price

Crude Oil Crude Oil

Condensate Natural Gas NGLs Condensate Natural Gas NGLs Per

bVd NIWcfId FBbVd Per Bbl Per Mf Bbl Per BOE

Year Ended December 31 2011

United States

Wattenberg 23 166 11 90.05 3.95 49.45 4.58

Other US 15 222 103.30 3.87 45.40 7.45

Total US 38 388 15 95.19 3.90 48.35 6.24

Equatorial Guinea

Alba Field 12 245 107.70 0.27 2.35

Other 106.87 9.08

ri-B Field Israel 173 4.86 1.16

North Sea 112.97 8.11 14.95

China 106.19 9.61

Total Consolidated Operations 64 811 15 100.93 3.04 48.35 5.07

Equity Investee 108.76 72.71

Total 66 811 20 101.13 3.04 54.84

Year Ended December 31 2010

United States

Wattenberg 19 151 10 75.11 3.95 43.15 3.62

Other US 20 249 74.95 4.31 36.23 7.91

Total US 39 400 14 75.03 4.17 41.21 5.95

Alba Field Equatorial Guinea 11 226 78.44 0.27 2.38

ri-B Field Israel 130 4.03 1.15

North Sea 10 80.24 5.35 11.53

Ecuador 25

China 75.15 7.49

Total Consolidated Operations 64 787 14 76.46 3.00 41.21 4.93

Equity lnvestee 77.98 53.68

Total 66 787 19 76.50 3.00 44.90

Year Ended December 31 2009

United States

Wattenberg 15 150 55.57 3.59 29.10 3.01

Other US 22 247 54.92 3.62 26.37 8.50

Total US 37 397 10 55.19 3.61 27.96 6.26

Alba Field Equatorial Guinea 14 239 55.94 0.27 2.30

rvri-B Field Israel 114 3.47 1.36

North Sea 59.51 5.75 15.81

Ecuador 26

China 54.40 6.75

Total Consolidated Operations 62 781 10 55.76 2.54 27.96 5.05

Equity Investee 59.51 36.03

Total 64 781 16 55.87 2.54 31.20

Average production cost includes oil and gas operating costs and workover and repair expense and excludes production and ad

valorem taxes and transportation expenses

Natural gas is under contract for $0.25 per MMBtu to methanol plant an LPG plant and an LNG plant Sales to these plants are

based on BTU equivalent and then converted to dry-gas equivalent volume The methanol and LPG plants are owned by

affiliated entities accounted for under the equity method of accounting The volumes produced by the LPG plant are included in

the crude oil information

Average crude oil sales prices reflect reduction of $5.57 per Bbl 2009 from hedging activities This price reduction resulted

from hedge losses that were previously deferred in accumulated other comprehensive loss AOCL All hedge losses relating to

Equatorial Guinea production had been reclassified to revenues by December 31 2009

Volumes represent sales of condensate and LPG from the LPG plant in Equatorial Guinea
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Average crude oil sales prices reflect reductions of $1.32 per Bbl 2010 and $2.13 per BbI 2009 from hedging activities

Average natural gas sales prices reflect decrease of $0.01 per Mcf 2010 from hedging activities The effect of hedging

activities on the average realized natural gas price for 2009 was de minimis This price reduction resulted from losses that were

previously deferred in AOCL All hedge losses relating to US production had been reclassified to revenues by December 31

2010

Includes sales volumes through November 24 2010 Our Block PSC was terminated by the Ecuadorian government on

November 25 2010 Intercompany natural gas sales were eliminated for accounting purposes Electricity sales are included in

other revenues See Exit from Ecuador above

Revenues from sales of crude oil natural gas and NGLs have accounted for 90% or more of consolidated revenues for

each of the last three fiscal years

At December 31 2011 our operated properties accounted for approximately 67% of our total production Being the

operator of property improves our ability to directly influence production levels and the timing of projects while also

enhancing our control over operating expenses and capital expenditures

Productive Wells The number of productive crude oil and natural gas wells in which we held an interest at

December 31 2011 was as follows

Crude Oil Wells Natural Gas Wells Total

Gross Net Gross Net Gross Net

United States 6953 6163.0 7181 5327.7 14134 11490.7

Equatorial Guinea 1.6 14 5.0 18 6.6

Israel 1.4 1.4

North Sea 18 4.0 1.0 27 5.0

China 24 13.7 0.6 25 14.3

Total 6999 6182.3 7208 5335.7 14207 11518.0

Productive wells are producing wells and wells mechanically capable of production gross well is well in which

working interest is owned The number of gross wells is the total number of wells in which working interest is owned

The number of net wells is the sum of the fractional working interests owned in gross wells expressed as whole

numbers and fractions thereof Wells with multiple completions are counted as one well in the table above

Developed and Undeveloped Acreage Developed and undeveloped acreage including both leases and

concessions held at December 31 2011 was as follows

Developed Acreage Undeveloped Acreage

Gross Net Gross Net

thousands of acres

United States

Onshore 2065 1305 1890 1351

Offshore 119 57 481 363

Total United States 2184 1362 2371 1714

International

Equatorial Guinea 285 119 307 137

Senegal/Guinea-Bissau 2431 729

Carreroon 1125 563

Israel 185 80 1469 652

Cyprus
852 596

North Sea 36 147 29

China

France 2808 2036

Nicaragua 1977 1977

India 694 347

Total International 513 209 11810 7066

Total 2697 1571 14181 8780

Includes approximately 464000 gross 214000 net developed acres in the Marcellus Shale that are held by the production of

others

portion of the acreage has been assigned to partner and the agreement is awaiting government approval

The North Sea includes acreage in the UK and the Netherlands

We funded 2-D seismic survey over the acreage in return for working interest in the concession
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Developed acreage is comprised of leased acres that are within an area spaced by or assignable to productive well

Undeveloped acreage is comprised of leased acres with defined remaining terms and not within an area spaced by or

assignable to productive well

gross acre is any leased acre in which working interest is owned net acre is comprised of the total of the owned

working interests in gross acre expressed in fractional format

Future Acreage Expirations If production is not established or we take no other action to extend the terms of the

leases licenses or concessions undeveloped acreage will expire over the next three years as follows

Year Ended Decener 31
2012 2013 2014

Gross Net Gross Net Gross Net

thousands of acres

Onshore US 87 59 216 146 120 84

Deepwater Gulf of Mexico 40 21 37 17 29 20

Equatorial Guinea 307 137

Israel 198 93 1209 537

Carreroon 647 323

Total 325 173 1769 837 796 427

Represents acreage that will expire if no further action is taken to extend We currently intend to extend the leases prior to

expiration in accordance with license terms

The acreage in Cameroon is comprised of our Tilapia PSC and our YoYo mining concession Per our Tilapia PSC we are

required to drill two wells in the initial exploratory phase of our agreement which ends in July of 2012 to be eligible for an initial

two year renewal period Presently we have drilled one well and we intend to drill the second well required under the agreement
in the first half of 2012 At the end of the renewal period ending in July 2014 there is relinquishment requirement for 50%
479000 gross acres of the Tilapia acreage Pursuant to the YoYo mining concession if development is not commenced by
December 2014 we will be required to relinquish all 168000 acres we hold under the mining concession

During 2011 the US Bureau of Safety and Environmental Enforcement BSEE granted one year extensions to the

original terms of 26 of our deepwater Gulf of Mexico leases To be eligible for an extension each lease had to meet the

following three criteria no oil and gas production on the lease as of May 15 2011 the lease includes water depths in

excess of 500 feet and the lease is scheduled to expire on or before December 31 2015 The extensions were granted
to allow more time to drill on offshore leases following the Deepwater Moratorium

Drilling Activity The results of crude oil and natural gas wells drilled and completed for each of the last three years

were as follows

Roductive Dry Total Total

Year Ended December 31 2011

United States 9.6 3.7 13.3 641.2 4.0 645.2 658.5

Equatorial Guinea 0.5 0.5 0.5 0.5 1.0

Carreroon 0.5 0.5 0.5

SenegaVGuinea-Bissau 0.3 0.3 0.3

Israel 0.8 0.8 0.8

Cyprus 0.7 0.7 0.7

China 2.9 2.9 2.9

Total 11.6 4.5 16.1 644.6 4.0 648.6 664.7

Year Ended December 31 2010

United States 4.8 1.9 6.7 510.6 1.0 511.6 518.3

Equatorial Guinea 2.0 2.0 2.0

Israel 0.4 0.4 1.0 1.0 1.4

North Sea 0.6 0.6 0.6

China 2.3 2.3 2.3

Total 5.2 1.9 7.1 516.5 1.0 517.5 524.6

Year Ended December 31 2009

United States 4.1 1.6 5.7 532.3 2.0 534.3 540.0

Equatorial Guinea 0.5 0.5 0.5

lsrael1 1.1 1.1 1.1

North Sea 1.0 1.0 1.0

China 0.6 0.6 0.6

Total 5.7 1.6 7.3 533.9 2.0 535.9 543.2

Net Exploratory Wells

Roductive Dry Total

Net Developnent Wells

Includes successful exploratory wells drilled but not yet producing
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productive well is an exploratory development or extension well that is not dry well dry well hole is an

exploratory development or extension well that proves to be incapable of producing either oil or gas in sufficient

quantities to justify completion as an oil or gas well

As defined in the rules and regulations of the SEC an exploratory well is well drilled to find new field or to find new

reservoir in field previously found to be productive of oil or gas in another reservoir development well is part of

development project which is defined as the means by which petroleum resources are brought to the status of

economically producible The number of wells drilled refers to the number of wells completed at any time during the

respective year regardless of when drilling was initiated Completion refers to the installation of permanent equipment

for production of oil or gas or in the case of dry well to reporting to the appropriate authority that the well has been

abandoned

In addition to the wells drilled and completed in 2011 included in the table above wells that were in the process of

drilling or completing at December 31 2011 were as follows

Exploratory Developrrent Total

Gross Net Gross Net Gross Net

United States 1.0 162 97.8 164 98.8

Equatorial Guinea 1.9 1.9

Israel 0.5 2.0 2.5

Total 1.5 171 101.7 174 103.2

Oil Spill Response Preparedness We maintain membership in Clean Gulf Associates CGA nonprofit association

of production and pipeline companies operating in the Gulf of Mexico On behalf of its membership CGA has

contracted with Helix Energy Solutions Group HESG for the provision of subsea intervention containment capture

and shut-in capacity for deepwater Gulf of Mexico exploration wells The system known as the Helix Fast Response

System HERS at full production capacity can contain well leaks up to 55 MBbl/d of oil 70 MBbI/d of liquids and 95

MMcf/d of natural gas at 10000 pounds per square inch psi in water depths to 10000 feet Resources also include

15000 psi-gauge intervention capping stack designed to shut-in wells including extremely high-pressure deeper wells

in the deepwater Gulf of Mexico We have entered into separate utilization agreement with HESG which specifies the

asset day rates should the HFRS system be deployed

Internationally we maintain membership in Oil Spill Response Limited OSRL OSRL is an industry owned cooperative

which exists to ensure effective response to oil spills wherever they occur OSRL is an industry leader in oil spill

preparedness and response services We also maintain agreements internationally with Seacor Seacor provides

leased response equipment as well as oil spill response services Additionally in Equatorial Guinea we are members of

the Oil and Gas Operators Emergency Resource Allocation Group which shares equipment and resources in the event

of spill

Domestic Marketing Activities Crude oil natural gas condensate and NGLs produced in the US are generally sold

under short-term and long-term contracts at market-based prices adjusted for location and quality Crude oil and

condensate are distributed through pipelines and by trucks to gatherers transportation companies and refineries

International Marketing Activities Our share of crude oil and condensate from the Aseng field is sold to Glencore

Energy UK Ltd Glencore Energy under long-term sales contract at market rates and is transported by tanker Natural

gas from the Alba field is sold under long-term contract for $0.25 per MMBtu to methanol plant an LPG plant and an

LNG plant The methanol and LPG plants are owned by affiliated entities accounted for under the equity method of

accounting Our share of crude oil and condensate from the Alba field is sold to Glencore Energy under short-term

sales contract subject to renewal and is transported by tanker

In Israel we sell natural gas from the Man-B field under long-term contracts We have signed contracts and are

engaged in active discussions for the sale of natural gas from the Tamar field with existing and new customers including

multiple independent power producers industrial and cogeneration companies In addition we are in the final stages of

sales contract negotiation with the IEC currently our largest purchaser of gas in Israel which is expected to purchase

significant portion of the Tamar production See Delivery Commitments below

Our North Sea crude oil production is transported by tanker and sold on the spot market

In China we sell crude oil into the local market through pipelines under long-term contract at market-based prices

Delivery Commitments Some of our natural gas sales contracts specify the delivery of fixed and determinable

quantities As of December 31 2011 remaining delivery commitments under existing natural gas sales contracts with

Israeli customers totaled approximately 311 Bcf gross 146 Bcf net The majority of the quantities are expected to be

delivered over three year period with one commitment extending over ten year period

At December 31 2011 we have recorded 83 Bcf net of proved developed natural gas reserves for Israel Although

this quantity of proved developed reserves itself would not be sufficient to meet delivery commitments scheduled within

the next three years we are in the process of developing reserves at Noa which is scheduled to come online in the

second half of 2012 and Tamar which is scheduled to come online in the second quarter of 2013 We are also

studying the potential development of Pinnacles which if developed as expected would also come online in the
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second half of 2012 Based on the current timing of development plans for Noa and Tamar and considering the

potential development of Pinnacles we will not be able to meet all contractual delivery commitments for portions of

2012 and 2013 In January 2012 we issued force majeure notices to certain customers under the applicable contracts

due to Man-B depletion and its impact on the reservoir and facilities

Our gas sales contracts have customary liability cap language that limits our financial exposure in the event we cannot

fully deliver the contract quantities Our liability will be reflected as reduction in sales price for periods in which we are

delivering partial contract quantities or as direct payment to the customer in the event that no production is available

for delivery subject to force majeure considerations We believe that any such sales price adjustments or direct

payments would not have material impact on our earnings or cash flows

Thus far in 2012 we have signed new natural gas sales contracts with Israeli customers to supply approximately 1120
Bcf gross 400 Bcf net of natural gas over 16 to 17 year period beginning in late 2013 We expect to fulfill the

delivery commitments with proved reserves from the Tamar field offshore Israel and do not expect any shortfall from

these contracts See International Eastern Mediterranean Israel and Cyprus above

Significant Purchaser Glencore Energy was the largest single non-affiliated purchaser of 2011 production and

purchased our share of crude oil and condensate production from the AIba and Aseng fields in Equatorial Guinea
Sales to Glencore Energy accounted for 16% of 2011 total oil gas and NGL sales 0124% of 2011 crude oil sales Shell

Trading US Company Shell purchased crude oil and condensate from the North Sea and domestically from the

deepwater Gulf of Mexico and the Wattenberg area Sales to Shell accounted for 12% of 2011 total oil gas and NGL
sales or 17% of crude oil sales No other single non-affiliated purchaser accounted for 10% or more of oil and gas
sales in 2011 We believe that the loss of any one purchaser would not have material effect on our financial position

or results of operations since there are numerous potential purchasers of our production

Hedging Activities Commodity prices were volatile in 2011 and prices for crude oil and natural gas are affected by

variety of factors beyond our control We have used derivative instruments and expect to do so in the future in order to

reduce the impact of commodity price uncertainty and increase cash flow predictability relating to the marketing of our
crude oil and natural gas For additional information see Item 1A Risk Factors Commodity and interest rate hedging
transactions may limit our potential gains and We are exposed to counterparty credit risk as result of our receivables

hedging transactions and cash investments Item 7A Quantitative and Qualitative Disclosures About Market Risk and
Item Financial Statements and Supplementary Data Note 10 Derivative Instruments and Hedging Activities

Regulations

Government Regulation Exploration for and production and marketing of crude oil and natural gas are extensively

regulated at the international federal state provincial and local levels Crude oil and natural gas development and

production activities are subject to various laws and regulations and orders of regulatory bodies pursuant thereto

governing wide variety of matters including among others allowable rates of production transportation prevention of

waste and pollution and protection of the environment Laws affecting the crude oil and natural gas industry are under

constant review for amendment or expansion and frequently increase the regulatory requirements on oil and gas
companies Our ability to economically produce and sell crude oil and natural gas is affected by number of legal and

regulatory factors including federal state and local laws and regulations in the US and laws and regulations of foreign
nations Many of these governmental bodies have issued rules and regulations that require extensive efforts to ensure

compliance and incremental cost to comply and that carry substantial penalties for failure to comply These laws

regulations and orders may restrict the rate of crude oil and natural gas production below the rate that would otherwise

exist in the absence of such laws regulations and orders The regulatory requirements on the crude oil and natural gas
industry often result in incremental costs of doing business and consequently affect our profitability See Item 1A Risk

Factors We are subject to increasing governmental regulations and environmental requirements that may cause us to

incur substantial incremental costs

Internationally our operations are subject to legal and regulatory oversight by energy-related ministries or other

agencies of our host countries each having certain relevant energy or hydrocarbons laws Examples include

the Ministry of Mines Industry and Energy which under such laws as the hydrocarbons law enacted in 2006 by
the government of Equatorial Guinea regulates our exploration development and production activities offshore

Equatorial Guinea

the Ministry of Energy and Water Resources which regulates both our exploration and development activities

offshore Israel and the Israeli electricity market into which we sell our natural gas production

the Ministry of Commerce Industry and Tourism which regulates our exploration and development activities

offshore Cyprus

the Department of Energy and Climate Change which regulates our exploration and development activities in the

UK sector of the North Sea and

various agencies in China which under such laws as the Provisional Regulations on Administration and

Management of the Abandonment of Offshore Oil and Gas Producing Facilities enacted in 2010 regulate our

development and production activities offshore China

Examples of other laws affecting our international operations are the Oil Profits Taxation Law 2011 which imposes
additional income tax on oil and gas production in Israel and the Finance Bill 2011 which increased the rate of the

Supplementary Charge levied on oil and gas income in the UK
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Examples of US federal agencies with regulatory authority over our exploration for and production and sale of crude oil

and natural gas include

the Bureau of Land Management BLM the Bureau of Ocean Energy Management BOEM and the Bureau of

Safety and Environmental Enforcement BSEE The BOEM and the BSEE were formerly combined and operated

as the Bureau of Ocean Energy Management Regulation and Enforcement Under laws such as the Federal

Land Policy and Management Act Endangered Species Act National Environmental Policy Act and Outer

Continental Shelf Lands Act these bureaus have certain authority over our operations on federal lands

particularly in the Rocky Mountains and deepwater Gulf of Mexico

the Office of Natural Resources Revenue which under the Federal Oil and Gas Royalty Management Act of 1982

has certain authority over our payment of royalties rentals bonuses fines penalties assessments and other

revenue

the US Environmental Protection Agency EPA and the Occupational Safety and Health Administration OSHA
which under laws such as the Comprehensive Environmental Response Compensation and Liability Act as

amended the Resource Conservation and Recovery Act as amended the Oil Pollution Act of 1990 the Clean

Air Act the Clean Water Act and the Occupational Safety and Health Act have certain authority over

environmental health and safety matters affecting our operations as discussed below

the Federal Energy Regulatory Commission FERC which under laws such as the Energy Policy Act of 2005

has certain authority over the marketing and transportation of crude oil and natural gas we produce onshore and

from the deepwater Gulf of Mexico and

the Department of Transportation DOT which has certain authority over the transportation of products

equipment and personnel necessary to our onshore US and deepwater Gulf of Mexico operations

Other US federal agencies with certain authority over our business include the Internal Revenue Service IRS and the

SEC In addition we are governed by the rules and regulations of the NYSE upon which shares of our common stock

are traded

On May 17 2010 the BLM issued revised oil and gas leasing policy that requires among other things more

detailed environmental review prior to leasing oil and natural gas rights increased public engagement in the

development of master leasing and development plans prior to leasing areas where intensive new oil and gas

development is anticipated and comprehensive parcel review process

The EPA has issued the Final Mandatory Reporting of Greenhouse Gases Rule which requires many suppliers of fossil

fuels or industrial chemicals manufacturers of vehicles and engines and other facilities that emit 25000 metric tons or

more of carbon dioxide equivalent per year to begin collecting greenhouse gas GHG emissions data under new

reporting system that went into effect on January 2010.The first annual report was due September 30 2011 In

November 2010 the EPA issued final regulations requiring the annual reporting of GHG emissions from qualifying

facilities in the upstream oil and natural gas sector including onshore production Subpart Substantially all of our

onshore US properties will be subject to the Subpart reporting requirements

On July 28 2011 the EPA issued proposed rules that would subject all oil and gas operations production processing

transmission storage and distribution to regulation under the New Source Performance Standards NSPS and

National Emission Standards for Hazardous Air Pollutants programs The EPA proposed rules also include NSPS

standards for completions of hydraulically fractured gas wells which would be applicable to newly drilled and fractured

wells as well as existing wells that are refractured Further the proposed rules include maximum achievable control

technology standards for certain equipment not currently subject to such standards Final action on the proposed rules

is expected no later than February 28 2012

Most of the states within which we operate have separate agencies with authority to regulate related operational and

environmental matters Examples of such regulation on the operational side include the Greater Wattenberg Area

Special Well Location Rule 318A Rule 318A which was adopted by the Colorado Oil and Gas Conservation

Commission COGCC to address oil and gas well drilling production commingling and spacing in Wattenberg On

August 2011 the COGCC approved amendments to Rule 31 8A The amendments which became effective on

October 2011 remove the limit on the number of wells which can produce from particular formation allowing

wellbore spacing units and permitting wells to cross section lines The amendments also address areas such as infill

drilling water sampling and waste management plans On the environmental side Colorado Regulation Seven and

requirements for storm water management plans were adopted by the Colorado Department of Environmental Quality

under delegation from the EPA to regulate air emissions water protection and waste handling and disposal relating to

our oil and gas exploration and production

On October 2011 Governor Tom Corbett of Pennsylvania announced his plan for state oversight of the Marcellus

Shale natural gas industry His plan includes numerous recommendations recently proposed by the Marcellus Shale

Advisory Commission Standards related to unconventional drilling would include increases in well setback distances

increases in bonding requirements increases in penalties expansion of the distance from well for which driller can

be liable for environmental damage and broadening of the Department of Environmental Protections authority to

withhold or revoke permits The plan also allows for an impact fee which would be adopted by counties for use by local

communities experiencing the actual impacts of drilling The fee will be used by local governments counties and state

agencies that are involved in Marcellus Shale natural gas drilling We are monitoring rule-making activities of the
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Pennsylvania legislature to assess the possible impact any recommendations could have on our business Enactment
of an impact fee and/or other proposals would likely result in lower rate of return on our development project

In December 2011 the West Virginia legislature passed and the governor signed the Natural Gas Horizontal Wells

Control Act which among other things provides for increased well permit fees well location restrictions well site

safety public notice requirements for municipalities and regulations regarding water use and wastewater handling

Some of the counties and municipalities within which we operate have adopted regulations or ordinances that impose
additional restrictions on our oil and gas exploration and production An example is Garfield County Colorado which

provides local land and road use restrictions affecting our Piceance Basin operations and requires us to post bonds to

secure any restoration obligations

Environmental Matters As developer owner and operator of crude oil and natural gas properties we are subject to

various federal state local and foreign country laws and regulations relating to the discharge of materials into and the

protection of the environment We must take into account the cost of complying with environmental regulations in

planning designing drilling operating and abandoning wells In most instances the regulatory requirements relate to

the handling and disposal of drilling and production waste products water and air pollution control procedures and the

remediation of petroleum-product contamination Under state and federal laws we could be required to remove or

remediate previously disposed wastes including wastes disposed of or released by us or prior owners or operators in

accordance with current laws or otherwise to suspend or cease operations in contaminated areas or to perform

remedial well plugging operations or cleanups to prevent future contamination The EPA and various state agencies
have limited the disposal options for hazardous and non-hazardous wastes The owner and operator of site and

persons that treated disposed of or arranged for the disposal of hazardous substances found at site may be liable

without regard to fault or the legality of the original conduct for the release of hazardous substance into the

environment The EPA state environmental agencies and in some cases third parties are authorized to take actions in

response to threats to human health or the environment and to seek to recover from responsible classes of persons the

costs of such action Furthermore certain wastes generated by our crude oil and natural gas operations that are

currently exempt from treatment as hazardous wastes may in the future be designated as hazardous wastes and
therefore be subject to considerably more rigorous and costly operating and disposal requirements See Item 1A Risk

Factors We are subject to increasing governmental regulations and environmental requirements that may cause us to

incur substantial incremental costs

Federal and state occupational safety and health laws require us to organize information about hazardous materials

used released or produced in our operations Certain portions of this information must be provided to employees state

and local governmental authorities and local citizens We are also subject to the requirements and reporting set forth in

federal workplace standards

Certain state or local laws or regulations and common law may impose liabilities in addition to or restrictions more

stringent than those described herein

We have made and will continue to make expenditures necessary to comply with environmental requirements We do
not believe that we have to date expended material amounts in connection with such activities or that compliance with

such requirements will have material adverse effect on our capital expenditures earnings or competitive position

Although such requirements do have substantial impact on the crude oil and natural gas industry they do not appear
to affect us to any greater or lesser extent than other companies in the industry

Hydraulic Fracturing

Concerns The practice of hydraulic fracturing especially the hydraulic fracturing processes associated with drilling in

shale formations has recently become the subject of significant focus among some environmentalists regulators and
the general public Concerns over potential hazards associated with the use of hydraulic fracturing and its impact on the

environment have been raised at all levels including federal state and local as well as internationally There have
been reports associating hydraulic fracturing with groundwater contamination improper waste disposal poor air quality

and earthquakes

Hydraulic fracturing requires the use and disposal of significant quantities of water and public concern has been

growing over its possible effects on drinking water supplies as well as the adequacy of supply Recently there have
been reports alleging contamination of drinking water supplies by chemicals linked to the hydraulic fracturing process
For example in December 2011 the EPA issued draft report which indicated that studies of hydraulic fracturing site

in Pavillion Wyoming not operated by Noble Energy reportedly found hydraulic fracturing fluids and chemicals

associated with natural gas production in deep water monitoring wells Noble Energy has no interest in this field The

findings are not conclusive and the EPA intends to submit its draft report to an independent scientific review panel

Our Operations Hydraulic fracturing techniques have been used by the industry for many years and currently more
than 90% of all oil and natural gas wells drilled in the US employ hydraulic fracturing We strive to adopt best practices
and industry standards and comply with all regulatory requirements regarding well construction and operation For

example the qualified service companies we use to perform hydraulic fracturing as well as our personnel monitor rate

and pressure to assure that the services are performed as planned Our well construction practices include installation

of multiple layers of protective steel casing surrounded by cement that are specifically designed and installed to protect

freshwater aquifers by preventing the migration of fracturing fluids into aquifers In the DJ Basin we are in the process
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of securing additional water rights in support of our drilling program and implementing pilot water recycling program

In the Marcellus Shale our joint development agreement with CONSOL provides us with access to water resources

which we believe will be adequate to execute our development program and we anticipate the ability to recycle most of

the water produced We believe that these processes help ensure that hydraulic fracturing does not pose meaningful

risk to water supplies

Potential Rulemaking Although hydraulic fracturing is regulated primarily at the state level governments and

agencies at all levels from federal to municipal are conducting studies and considering regulations For example in

2011 the US Secretary of Energy formed the Shale Gas Production Subcommittee Subcommittee subcommittee of

the Secretary of Energy Advisory Board The Subcommittee was charged with making recommendations to improve the

safety and environmental performance of hydraulic fracturing On August 18 2011 the Subcommittee issued its Ninety

Day Report Report which focused exclusively on the production of natural gas and some liquid hydrocarbons from

shale formations with hydraulic fracturing stimulation in either vertical or horizontal wells The Subcommittee identified

four primary areas of concern including possible water pollution air pollution disruption of the community during

production and potential for adverse impact on communities and ecosystems The Subcommittee also set forth list of

recommendations addressing among other areas communications air quality protection of water supply and quality

disclosure of fracturing fluid composition reduction of diesel fuel use continuous development of best practices and

federal sponsorship of research and development with respect to unconventional gas The Subcommittee issued its

Final Report in November 2011 which recommends implementation of the Subcommittees recommendations by federal

and state agencies We will continue to monitor the impact the Subcommittees recommendations and any resulting

rule-making activities evolving at federal and state levels could have on our exploration and development activities in

shale formations

The EPA has commenced study of the potential environmental impact of hydraulic fracturing with initial results of the

study anticipated to be available by late 2012 In addition the EPAs recently-issued proposed rules subjecting oil and

gas operations to regulation under the New Source Performance Standards will be applicable to newly drilled and

fractured wells as well as existing wells that are refractured

We continue to monitor new and proposed legislation and regulations to assess the potential impact on our operations

We are currently evaluating the possible impact any proposed rules such as those described above could have on our

business Any additional federal state or local restrictions on hydraulic fracturing that may be imposed in areas in

which we conduct business could result in substantial incremental operating capital and compliance costs as well as

delay our ability to develop oil and gas reserves

Public Disclosure Several states have issued regulations requiring disclosure of certain information regarding the

components used in the hydraulic-fracturing process In 2011 the Texas Railroad Commission RRC adopted the

Hydraulic Fracturing Chemical Disclosure rule under which companies are required to provide listing of chemical

ingredients used to hydraulically fracture wells that are permitted by the RRC on or after February 2012 on public

national chemical disclosure registry FracFocus.org operated jointly by the Interstate Oil Gas Compact Commission

and the Ground Water Protection Council In December 2011 the COGCC adopted hydraulic fracturing fluid ingredient

regulations requiring disclosure of all chemicals and establishing ways to protect proprietary information The

regulations allow disclosure through the FracFocus web site The State of Wyoming also requires disclosure of the

types and amounts of chemicals Other states have proposed or are considering similar regulations which require

specific disclosures by operators and/or outline requirements for construction and operation of wells and monitoring of

well activity We are currently providing voluntary disclosure information on FracFocus.org for the majority of our wells

in Colorado and Wyoming and expect to expand our disclosures to comply with new state requirements and voluntarily

disclose in all other areas in which we operate

Additional Information See

Items and Business and Properties Regulation

Item 1A Risk Factors Federal or state hydraulic fracturing legislation could increase our costs or restrict our

access to oil and gas reserves

Item Risk Factors Our ability to produce crude oil and natural gas economically and in commercial

quantities could be impaired if we are unable to acquire adequate supplies of water for our drilling operations

or are unable to dispose of or recycle the water we use economically and in an environmentally safe manner

Item Risk Factors We face various risks associated with the trend toward increased anti-development

activity and

Item Managements Discussion and Analysis of Financial Condition and Results of Operations Risk and

Insurance Program
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Competition

The crude oil and natural gas industry is highly competitive We encounter competition from other crude oil and natural

gas companies in all areas of operations including the acquisition of seismic and lease rights on crude oil and natural

gas properties and for the labor and equipment required for exploration and development of those properties Our

competitors include major integrated crude oil and natural gas companies state-controlled national oil companies
independent crude oil and natural gas companies service companies engaging in exploration and production activities

drilling partnership programs private equity and individuals Many of our competitors are large well-established

companies Such companies may be able to pay more for seismic and lease rights on crude oil and natural gas
properties and exploratory prospects and to define evaluate bid for and purchase greater number of properties and

prospects than our financial or human resources permit Our ability to acquire additional properties and to discover

reserves in the future will be dependent upon our ability to evaluate and select suitable properties and to consummate
transactions in highly competitive environment See Item 1A Risk Factors We face significant competition and

many of our competitors have resources in excess of our available resources

Geographical Data

We have operations throughout the world and manage our operations by country Information is grouped into five

components that are all primarily in the business of crude oil natural gas and NGL exploration development and

production United States West Africa Eastern Mediterranean North Sea and Other International and Corporate See
Item Financial Statements and Supplementary Data Note 18 Segment Information

Employees

Our total number of employees increased 6% from 1772 at December 31 2010 to 1876 at December31 2011 in

support of our major development and exploration projects The 2011 year-end employee count includes 135 foreign

nationals working as employees in Ecuador Israel the UK Equatorial Guinea Cyprus and Cameroon We regularly

use independent contractors and consultants to perform various field and other services

Offices

Our principal corporate office is located at 100 Glenborough Drive Suite 100 Houston Texas 77067-3610 We
maintain additional offices in Ardmore Oklahoma Denver Colorado and Canonsburg Pennsylvania and in China
Cameroon Ecuador Equatorial Guinea Israel Cyprus Nicaragua and the UK

Title to Properties

We believe that our title to the various interests set forth above is satisfactory and consistent with generally accepted

industry standards subject to exceptions that would not materially detract from the value of the interests or materially

interfere with their use in our operations Individual properties may be subject to burdens such as royalty overriding

royalty and other outstanding interests customary in the industry In addition interests may be subject to obligations or
duties under applicable laws or burdens such as production payments net profits interest liens incident to operating

agreements and for current taxes development obligations under crude oil and natural gas leases or capital

commitments under PSCs or exploration licenses

On September 2011 an intermediate appellate court Superior Court of Pennsylvania issued an opinion in Butler

Powers regarding the meaning of deed As result traditional views of how ownership of shale gas is determined in

that state have been called into question The issue is whether shale gas is different from other natural gas and should

be considered part of mineral rights rather than oil and gas rights because it is contained inside rock An appeal of the

decision has been filed with the Pennsylvania Supreme Court At this time no case law or interpretation of existing law

has changed nor has there been an indication that either the Superior Court or the Pennsylvania Supreme Court will

seek to change existing law Based upon our initial review we believe that any adverse decision in the pending case
would have minimal adverse impact upon the assets acquired from CONSOL

Available Information

Our website address is www.nobleenergyinc.com Available on this website under Investors Investors Menu SEC
Filings free of charge are our annual reports on Form 10-K quarterly reports on Form 10-Q current reports on
Form 8-K Forms and filed on behalf of directors and executive officers and amendments to those reports as soon
as reasonably practicable after such materials are electronically filed with or furnished to the SEC Alternatively you

may access these reports at the SECs website at www.sec.gov

Also posted on our website under About Us Corporate Governance and available in print upon request made by

any stockholder to the Investor Relations Department are charters for our Audit Committee Compensation Benefits

and Stock Option Committee Corporate Governance and Nominating Committee and Environment Health and Safety
Committee On October 25 2011 our Board approved and adopted revised Code of Business Conduct and Ethics

Copies of the revised Code of Business Conduct and Ethics and the Code of Ethics for Chief Executive and Senior

Financial Officers the Codes are posted on our website under the Corporate Governance section Within the time

period required by the SEC and the NYSE as applicable we will post on our website any modifications to the Codes
and any waivers applicable to senior officers as defined in the applicable Code as required by the Sarbanes-Oxley Act

of 2002
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Item IA Risk Factors

Described below are certain risks that we believe are applicable to our business and the oil and gas industry in which

we operate There may be additional risks that are not presently material or known You should carefully consider each

of the following risks and all other information set forth in this Annual Report on Form 10-K

If any of the events described below occur our business financial condition results of operations liquidity or access to

the capital markets could be materially adversely affected In addition the current global economic and political

environment intensifies many of these risks

Crude oil and natural gas prices are volatile and substantial reduction in these prices could adversely affect

our results of operations and the price of our common stock

Our revenues operating results and future rate of growth depend highly upon the prices we receive for our crude oil

and natural gas production Historically the markets for crude oil and natural gas have been volatile and are likely to

continue to be volatile in the future For example the NYMEX daily average settlement price for the prompt month

crude oil contract in 2011 ranged from high of $113.93 per Bbl to low of $75.76 per Bbl The Brent daily average

settlement price for the prompt month crude oil contract in 2011 ranged from high of $126.65 per Bbl to low of

$93.33 per Bbl The NYMEX monthly settlement price for the prompt month natural gas contract in 2011 ranged from

high of $4.85 per MMBtu to low of $2.99 per MMBtu

Thus far in 2012 there have been further declines in natural gas futures and spot prices For example the NYMEX

January 2012 and February 2012 natural gas contracts settled at $3.08 per MMBtu and $2.68 per MMBtu respectively

In addition the quantity of natural gas currently being stored is at historically high levels relative to prior years

The markets and prices for crude oil and natural gas depend on factors beyond our control which factors include

among others

economic factors impacting global gross
domestic product growth rates

global demand for crude oil and natural gas

global factors impacting supply quantities of crude oil and natural gas

the potential long-term impact of an abundance of natural gas from shale such as that produced from our

Marcellus Shale properties on the global natural gas supply

the potential expansion of the global LNG market including potential exports from the US
actions taken by foreign oil and gas producing nations

political conditions and events including instability or armed conflict in crude oil or natural gas producing

regions

the level of global crude oil and natural gas inventories

the price and level of imported foreign crude oil and natural gas

the price and availability of alternative fuels including coal solar wind nuclear energy and biofuels

the long-term impact of the use of natural gas as an alternative fuel on the crude oil market

the availability of pipeline capacity and infrastructure

the availability of crude oil transportation and refining capacity

weather conditions

demand for electricity as well as natural gas used as fuel for electricity generation and

domestic and foreign governmental regulations and taxes

Continuance of the current low natural gas price environment further declines in natural gas prices lack of natural gas

storage or significant decline in crude oil prices may have the following effects on our business

reduction of our revenues operating income and cash flows

curtailment or shut-in of our natural gas production due to lack of transportation or storage capacity

reduction in the amount of crude oil and natural gas that we can produce economically

cause certain properties in our portfolio to become economically unviable

cause us to delay or postpone some of our capital projects including our horizontal Niobrara and Marcellus

Shale deepwater Gulf of Mexico or international development projects

cause significant reductions in our capital investment programs resulting in failure to develop our reserves

limit our financial condition liquidity and/or ability to finance planned capital expenditures and operations

limit our access to sources of capital such as equity and long-term debt

In addition lower commodity prices including significant declines in the forward commodity price curves may result in

the following

asset impairment charges resulting from reductions in the carrying values of our crude oil and/or natural gas

properties at the date of assessment such as occurred in 2009 2010 and 2011

additional counterparty credit risk exposure on commodity hedges or

reduction in the carrying value of goodwill
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Failure to effectively execute our major development projects could result in significant delays and/or cost
over-runs damage to our reputation limitations on our growth and negative effects on our operating results
liquidity and financial position

We currently have an extensive inventory of major development projects some of which will take several years before
first production such as Tamar Alen Gunflint and Leviathan Some of these projects such as oil and gas projects

offshore West Africa and the Eastern Mediterranean have great deal of complexity including extensive subsea
tiebacks to an FPSO or production platform pressure maintenance systems gas re-injection systems onshore
receiving terminals or other specialized infrastructure In addition we have expanded our horizontal drilling program in

the Niobrara formation and entered into an agreement for the joint development of substantial acreage in the Marcellus
Shale

This level of development activity will require significant effort from our management and technical personnel as well as
place additional requirements on our financial resources and internal financial controls We may not have the ability to

attract and/or retain the necessary number of personnel with the skills required to bring complicated projects to

successful conclusions

In addition we have increased dependency on third-party technology and service providers and other supply chain

participants for these complex projects Significant delays in delivery of essential items or performance of services cost
overruns supplier insolvency or other critical supply failure could adversely affect development of our projects We
may not be able to compensate for or fully mitigate these risks

Concentration of our operations in few core areas mayincrease our risk of production loss

Our operations are primarily concentrated in five core areas the DJ Basin the Marcellus Shale and the deepwater Gulf
of Mexico in the US offshore West Africa and the Eastern Mediterranean These core areas provide most of our
current crude oil and natural gas production each of our major development projects and most of our exploration
potential In the past several years we have made several asset divestitures including non-core non-strategic assets
in the Gulf of Mexico shelf and onshore US to high-grade and focus our portfolio We are currently considering the
divestiture of additional non-core onshore US assets from our portfolio

As result of these portfolio changes our operations and production are concentrated in fewer areas Although none
of these areas represented more than 28% of our 2011 total sales volumes disruption of our business in one of these

areas such as from an accident natural disaster government intervention or other event would result in greater
impact on our production profile cash flows and overall business plan than if we operated in larger number of areas

We do not maintain business interruption loss of production insurance for all of our assets Loss of production or
limited access to reserves in one of our core operating areas could have significant negative impact on our cash flows
and profitability

Our international operations may be adversely affected by economic and political developments

We have significant international crude oil and natural gas operations compared to companies we consider to be our

peers with approximately 47% of our 2011 total sales volumes coming from international operations and will be

increasing our exposure through our major development projects offshore West Africa and the Eastern Mediterranean
We are also conducting exploration activities in these and other international areas Our operations may be adversely
affected by political and economic developments including the following

renegotiation modification or nullification of existing contracts such as may occur pursuant to future proposals
of Israels Interministerial Committee to Examine Government Policy on Israels Natural Gas Economy or the

hydrocarbons law enacted in 2006 by the government of Equatorial Guinea which can result in an increase in

the amount of revenues that the host government receives from production government take or otherwise
decrease project profitability

changes in taxation policies such as occurred pursuant to the Oil Profits Taxation Law 2011 which imposed
additional income tax on oil and gas production in Israel and the Finance Bill 2011 which increased the rate of

the Supplementary Charge levied on oil and gas income in the UK
loss of revenue property and equipment as result of actions taken by foreign crude oil and natural gas
producing nations such as expropriation or nationalization of assets or termination of contracts such as the
termination of our Block PSC by the Ecuadorian government in 2010 pursuant to changes in Ecuadors
hydrocarbon law

disruptions caused by territorial or boundary disputes in certain international regions including the Eastern

Mediterranean where Lebanon has made claims related to our projects in Israeli waters and where in 2011
the Turkish government objected to exploratory activities conducted offshore the Republic of Cyprus and in

Central America where there is dispute between Nicaragua and Colombia over the maritime border

changes in drilling or safety regulations in other countries being considered as result of the Deepwater
Horizon Incident or other recent incidents that have occurred such as offshore Brazil and in Chinas Bohai Bay
which could increase costs and development cycle time
laws and policies of the US and foreign jurisdictions affecting foreign investment taxation trade and business

conduct

foreign exchange restrictions
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international monetary fluctuations and changes in the relative value of the US dollar as compared with the

currencies of other countries in which we conduct business such as Israel and the UK and

other hazards arising out of foreign governmental sovereignty over areas in which we conduct operations

Certain of these risks could be intensified by significant new discoveries in the Levant Basin where we are currently

conducting exploration activities and other developing basins in the Eastern Mediterranean where there is remaining

exploration potential Large discoveries such as Leviathan and Cyprus Block 12 may have impacts on global natural

gas supplies

Such political and economic developments as mentioned above could have negative impact on our results of

operations and cash flows and reduce the fair values of our properties resulting in impairment charges

Our operations maybe adversely affected by civil disturbances terrorist acts regime changes cross-border

violence war piracy or other conflicts that may occur in regions that encompass our operations

Violent acts resulting in loss of life and destruction of property occur frequently around the world Many incidents are

driven by civil ethnic religious or economic strife In addition the number of incidents attributed to various terrorist

organizations such as al-Qaida has increased significantly We operate in regions of the world that have experienced

such incidents or are in close proximity to areas where violence has occurred including

US and Europe Within the last decade violent acts have occurred which specifically targeted citizens and property of

the US and other Western nations including the September 11 2001 World Trade Center attack the 2004 Madrid train

bombing the 2005 attack on Londons public transportation system and the 2011 attacks in Oslo Norway Attacks on

Western citizens and property occur not just on US and European soil but worldwide

West Africa In the countries of West Africa there have been numerous acts of piracy kidnapping civil strife regional

conflict cross-border violence war as well as violence associated with corruption drug trafficking and regime changes

Most recently in January 2012 Islamist militants in Nigeria killed hundreds of people and destroyed government

buildings Extreme violence in the Democratic Republic of the Congo has been attributed to exploitation and trade of

conflict minerals

Middle East Civil unrest often accompanied by violence has spread throughout the region Protestors have

demanded econ9mic and political reforms and to date there have been several regime changes Civil unrest could

continue to spread throughout the region or grow in intensity leading to regime changes resulting in governments that

are hostile to the US civil wars or regional conflict There have also been rising international tensions over Iran which

was censured by the United Nations over suspicions that it is trying to develop nuclear weapons Certain countries have

considered actions ranging from economic sanctions to pre-emptive strikes on suspected nuclear sites and Iranian

officials have threatened retaliation by among other actions closing the Strait of Hormuz through which significant

portion of the global crude oil supply is transported

We monitor the economic and political environments of the countries in which we operate However we are unable to

predict the occurrence of disturbances such as those noted above In addition we have limited ability to mitigate their

impact

Civil disturbances terrorist acts regime changes war or conflicts or the threats thereof could have the following

results among others

volatility in global crude oil prices which could negatively impact the global economy resulting in slower

economic growth rates which could reduce demand for our products

negative impact on the world crude oil supply if transportation avenues are disrupted leading to further

commodity price volatility

capital market reassessment of risk and subsequent redeployment of capital to more stable areas making it

more difficult for our partners to obtain financing for potential development projects

difficulty in attracting and retaining qualified personnel to work in areas with potential for conflict

inability of our personnel or supplies to enter or exit the countries where we are conducting operations

disruption of our operations due to evacuation of personnel

unpredictability of sales of our natural gas in Israel due to periodic disruption of Egyptian supply as result of

pipeline attacks

inability to deliver our production due to disruption or closing of transportation routes

reduced ability to export our production due to efforts of countries to conserve domestic resources

damage to or destruction of our wells production facilities receiving terminals or other operating assets

damage to or destruction of property belonging to our natural gas purchasers leading to interruption of gas

deliveries claims of force majeure and/or termination of natural gas sales contracts resulting in reduction in

our revenues

inability of our service and equipment providers to deliver items necessary for us to conduct our operations

resulting in halt or delay in our planned exploration activities delayed development of major projects or shut-

in of producing fields

lack of availability of drilling rig oilfield equipment or services if third party providers decide to exit the region

and
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shutdown of financial system communications network or power grid causing complete disruption of our
business activities

Loss of property and/or interruption of our business plans resulting from hostile acts could have significant negative
impact on our earnings and cash flow In addition we may not have enough insurance to cover any loss of property or

other claims resulting from these risks

Our operations could be adversely affected by future changes in laws and regulations which may occur as
result of the Deepwater Horizon Incident and other recent incidents

In recent years several significant oil spills have highlighted the dangers associated with exploration and production
activities in deepwater In 2010 the drilling rig Deepwater Horizon sank after blowout and fire The resulting leak
caused significant oil spill in the Gulf of Mexico In 2011 leaks attributed to exploration and production activities

occurred offshore the coast of Brazil and in Chinas Bohai Bay

In the US the legislative and regulatory response to the Deepwater Horizon Incident is ongoing In 2010 the US
Department of the Interior issued new rules designed to improve drilling and workplace safety and various

Congressional committees began pursuing legislation to regulate drilling activities and increase liability In January
2011 the Presidents National Commission on the BP Deepwater Horizon Oil Spill and Offshore Drilling released its

report recommending that the federal government require additional regulation and an increase in liability caps In

addition the European Commission has recommended that new legislation be enacted to enhance the safety of

offshore oil and gas activities

Additional regulatory review slower permitting processes and increased oversight have resulted in longer development
cycle time for our deepwater Gulf of Mexico projects Cycle time is the length of time it takes for project to progress
from first discovery to first production and longer development cycle times could result in lower rates of return on our
investments

Increased regulation impacting our activities in the Gulf of Mexico could result in extensive efforts to ensure compliance
and incremental compliance costs significant delay or cancellation of our planned Gulf of Mexico deepwater
exploratory activities will reduce our longer term ability to replace reserves resulting in negative impact on production
over time To the extent current exploration activities are significantly delayed gap could occur in our long-term
production profile with negative impact on our operating results and cash flows

Additional legislation or regulation is being discussed which could require each company doing business in the Gulf of

Mexico to establish and maintain higher level of financial responsibility under its Certificate of Financial ResponsibilityCOFR certificate required by the Oil Pollution Act of 1990 which evidences companys financial ability to pay for

cleanup and damages caused by oil spills There have also been discussions regarding the establishment of new
industry mutual fund in which companies would be required to participate and which would be available to pay for

consequential damages arising from an oil spill These and/or other legislative or regulatory changes could require us to

maintain certain level of financial strength and may reduce our financial flexibility

Other countries are also considering additional regulation In the European Union there have been demands for

temporary bans on new deepwater drilling and/or additional safety regulation

Future legislation or regulation is also likely to result in substantial increases in civil or criminal fines or sanctions Such
fines or sanctions could well exceed the actual cost of containment and cleanup associated with well incident or spill

We are monitoring legislative and regulatory developments however the full legislative and regulatory response to the

Deepwater Horizon Incident and other oil spills is not yet known Further expansion of safety and performance
regulations or an increase in liability for drilling activities may have one or more of the following impacts on our
business

increase the costs of drilling exploratory and development wells

cause delays in or preclude the development of our projects in the deepwater Gulf of Mexico or other

locations resulting in longer development cycle times

result in additional operating costs

divert our cash flows from capital investments in order to maintain minimum financial levels
increase or remove liability caps for claims of damages from oil spills

increase our share of civil or criminal fines or sanctions for actual or alleged violations if well incident were to

occur and

limit our ability to obtain additional insurance coverage at level that balances the cost of insurance and our
desired rates of return to protect against any increase in liability

Any of the above operating or financial factors may result in reduction of our cash flows profitability and the fair value
of our properties or reduce our financial flexibility Because we strive to achieve certain levels of return on our projects
an increase in our financial responsibility could result in certain of our planned projects becoming uneconomic
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Our entry into the Marcellus Shale through our joint venture with CONSOL will subject us to certain financial

opera tional and legal obligations and additional risks associated with crude oil and natural gas development

activities in that region

On September 30 2011 we finalized joint venture arrangement with CONSOL where among other things we have

agreed to develop significant acreage in the Marcellus Shale This arrangement represents the entry into new core

area for us in which we have no prior operating experience Under the arrangement we purchased 50% interest in

CONSOLs undeveloped acreage and have agreed to act as operator on portion of the acreage Additionally we have

committed to make significant capital expenditures including $2.1 billion Carried Cost Obligation and have agreed to

other operational and legal obligations If we do not meet our financial commitments or perform our other obligations on

timely basis our rights to participate in the joint venture and our anticipated operations in the Marcellus Shale could

be adversely affected

We plan to drill numerous wells in the Marcellus Shale over multi-year period These activities will be subject to many

risks including among others

development drilling in emerging resource plays such as the Marcellus Shale may not result in commercially

productive quantities of crude oil and natural gas reserves

we have no prior exploration and development experience in the Marcellus Shale and limited information

regarding ultimate recoverable reserves and production decline rates therefore our estimates of economically

recoverable quantities of crude oil and natural gas reserves may vary substantially and actual production

revenue and expenditures with respect to our reserves likely will vary possibly materially from estimates

our operations in the Marcellus Shale will require significant additional attention and we may not be able to

attract and/or retain personnel with the necessary skills to successfully carry out our joint development

program

our entry into the Marcellus Shale will place additional burdens on our financial resources and internal financial

controls

the high level of current and planned development activity in the Marcellus Shale may result in increased

competition for drilling rigs and ollfield services such as hydraulic fracturing gathering processing and/or

transportation thus hindering our ability to develop our reserves and market our production

significant activism in New York Pennsylvania and West Virginia against oil and gas development activities

particularly regarding the use of hydraulic fracturing could among other things delay or limit our access to

crude oil and natural gas reserves

additional environmental regulation or legislation could result in additional development and/or production

costs

potential enactment of local impact fees in Pennsylvania such as recommended by the Marcellus Shale

Advisory Committee and supported by the governor of Pennsylvania and/or severance tax in Pennsylvania

such as has been proposed by various groups in the past would likely result in lower rate of return on our

development project and

our inability to locate sufficient amounts of water or dispose of or recycle water used in our operations could

hinder our ability to develop our reserves or increase our development and operating costs

We may not be able to compensate for or fully mitigate these risks See Items and Business and Properties

Entry Into Marcellus Shale Joint Venture

The magnitude of our offshore Eastern Mediterranean discoveries will present financial and technical

challenges for us due to the large-scale development requirements

In December 2011 we announced significant natural gas discovery at the Block 12 prospect offshore Cyprus

Combined with previous significant discoveries at Tamar and Leviathan offshore Israel these natural gas resources will

require exporting to maximize economic value

We are currently evaluating potential development scenarios for Leviathan and Cyprus Block 12 some of which include

export of surplus natural gas to Europe or Asia through development of LNG terminals or underwater pipelines Each of

these development options would require multi-billion dollar investment and require number of years to complete

We have nearly 40% working interest in Leviathan and 70% working interest in Cyprus Block 12 As result we will

likely seek partners to provide technical and financial support as well as midstream and downstream expertise

Failure to execute successful development scenario for Leviathan and Cyprus Block 12 could result in damage to our

reputation limit growth in value and have negative effects on our operating results

Our ability to produce crude oil and natural gas economically and in commercial quantities could be impaired if

we are unable to acquire adequate supplies of water for our drilling operations or are unable to dispose of or

recycle the water we use economically and in an environmentally safe manner

Drilling activities require the use of fresh water For example the hydraulic fracturing process which we employ to

produce commercial quantities of crude oil and natural gas from many reservoirs including the DJ Basin and Marcellus

Shale require the use and disposal of significant quantities of water In certain areas there may be insufficient aquifer

capacity to provide local source of water for drilling activities Water must be obtained from other sources and

transported to the drilling site
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Our inability to secure sufficient amounts of water or to dispose of or recycle the water used in our operations could

adversely impact our operations in certain areas Moreover the imposition of new environmental initiatives and

regulations could include restrictions on our ability to conduct certain operations such as hydraulic fracturing or disposal
of waste including but not limited to produced water drilling fluids and other wastes associated with the exploration

development or production of natural gas

Compliance with environmental regulations and permit requirements governing the withdrawal storage and use of

surface water or groundwater necessary for hydraulic fracturing of wells may increase our operating costs and cause

delays interruptions or termination of our operations the extent of which cannot be predicted all of which could have
an adverse effect on our operations and financial condition See Items and Business and Properties Hydraulic

Fracturing

The marketability of our DJ Basin Marcellus Shale and deepwater Gulf of Mexico production is dependent

upon transportation and processing facilities over which we may have no control

The marketability of our production from the DJ Basin Marcellus Shale and deepwater Gulf of Mexico depends in part

upon the availability proximity and capacity of pipelines natural gas gathering systems and processing facilities We
deliver crude oil and natural gas produced from these areas through gathering systems and pipelines some of which

we do not own The lack of availability of capacity on third-party systems and facilities could reduce the price offered for

our production or result in the shut-in of producing wells or the delay or discontinuance of development plans for

properties Although we have some contractual control over the transportation of our production through firm

transportation arrangements third-party systems and facilities may be temporarily unavailable due to market conditions

or mechanical or other reasons including adverse weather conditions Activist or other efforts may delay or halt the

construction of additional pipelines or facilities

Third-party systems and facilities may not be available to us in the future at price that is acceptable to us Any
significant change in market factors or other conditions affecting these infrastructure systems and facilities as well as

any delays in constructing new infrastructure systems and facilities could delay production thereby harming our

business and in turn our financial condition results of operations and cash flows

Our operations require us to comply with number of US and international laws and regulations violations of

which could result in substantial fines or sanctions and/or impair our ability to do business

Our operations require us to comply with wide variety of US and international laws and regulations such as those

involving anti-corruption competition and antitrust anti-boycott export control marketing environmental and/or
taxation

For example the US Foreign Corrupt Practices Act FCPA and similar laws and regulations enacted or promulgated by
countries pursuant to the 1997 Organization for Economic Co-operation and Development OECD Anti-Bribery
Convention generally prohibit improper payments to foreign officials for the purpose of obtaining or keeping business
The scope and enforcement of anti-corruption laws and regulations may vary The UK Bribery Act of 2010 which

became effective in 2011 is broader in scope than the FCPA and applies to public and private sector corruption and
contains no facilitating payments exception Violations of any such laws or regulations could result in substantial civil or
criminal fines or sanctions In addition as we continue to farm-in to exploration opportunities with new partners in new

geographical locations the risk of actual or alleged violation increases Actual or alleged violations could damage our

reputation be expensive to defend and impair our ability to do business

Mergers of businesses often require the approval of certain government or regulatory agencies and such approval could

contain terms conditions or restrictions that would be detrimental to our business after merger US antitrust laws

require waiting periods and even after completion of merger governmental authorities could seek to block or

challenge merger as they deem necessary or desirable in the public interest We have merged with or acquired other

companies in the past Prevention of merger by antitrust laws could impair our ability to do business

Indebtedness may limit our liquidity and financial flexibility

As of December 31 2011 we had $4.5 billion of debt of which $369 million is due within 12 months Our indebtedness

represented 38% of our total book capitalization sum of debt plus shareholders equity at December 31 2011

Our indebtedness affects our operations in several ways including the following

portion of our cash flows from operating activities must be used to service our indebtedness and is not

available for other purposes

we may be at competitive disadvantage as compared to similar companies that have less debt

covenant contained in our Credit Agreement provides that our total debt to capitalization ratio as defined
will not exceed 65% at any time which may limit our ability to borrow additional funds thereby affecting our

flexibility
in planning for and reacting to changes in the economy and in our industry

additional financing in the future for working capital capital expenditures acquisitions general corporate or

other purposes may have higher costs and more restrictive covenants

changes in the credit ratings of our debt may negatively affect the cost terms conditions and/or availability of

future financing and lower ratings will increase the interest rate and fees we pay on our revolving credit facility

and
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we may be more vulnerable to general adverse economic and industry conditions

We may incur additional debt in order to fund our exploration development and acquisition activities higher level of

indebtedness increases the risk that our financial flexibility may deteriorate and we may default on our debt obligations

Our ability to meet our debt obligations and service our debt depends on future performance General economic

conditions crude oil and natural gas prices and financial business and other factors will affect our operations and our

future performance Many of these factors are beyond our control and we may not be able to generate sufficient cash

flow to pay the interest on our debt and future working capital borrowings and equity financing may not be available to

pay or refinance such debt See Item Financial Statements and Supplementary Data Note 12 Long-Term Debt

Our operations may be adversely affected by the European debt crisis

During 2011 the long term structural deficits in numerous European nations coupled with the deterioration of the

economic outlook led the weaker nations to liquidity and solvency crisis Eurozone leaders have made numerous

attempts to solve this debt crisis but to date sustainable long term solution has not been implemented and much

uncertainty remains The crisis has had negative impact on major European banks which historically were significant

providers of credit to the energy sector globally and in the US On January 13 2012 nine European nations had their

credit ratings downgraded by Standard and Poors by at least one notch Failure to successfully resolve the debt crisis

could lead to significant losses for debt holders including major European banks and investors triggering additional

capital requirements In the worst case the crisis could lead to the voluntary exit or expulsion of certain countries from

the Euro currency block and/or collapse of the Eurozone financial system break up of the Eurozone would be

deeply disruptive global economic event The ongoing crisis continues to have negative impact on the European

economy prolonged downturn could disrupt the current US recovery and weaken global trade hamper key emerging

markets such as China and India and result in another global recession with reduced demand and lower prices for the

oil and gas we produce

Eurozone debt crisis could have the following impacts among others

disruption of the Euro currency system and/or changes in currency regimes

disruption of the payment and settlement system

severe inflation due to currency depreciation

loss of access to energy markets

sovereign and corporate defaults on euro-denominated debt

failures of banks or financial systems or reduced ability of banks to lend due to higher funding costs

devaluation of assets and

regional economic recession which could spread globally

The economic developments mentioned above could have significant negative impact on our earnings cash flows

access to capital liquidity and financial position

Offshore development involves significant financial risks

We have ongoing major development projects in the deepwater Gulf of Mexico offshore West Africa and offshore

Eastern Mediterranean In addition we are conducting offshore exploration activities in these and other international

locations In certain areas or at certain times there may be limited availability of suitable drilling rigs drilling equipment

support vessels and qualified operating personnel Deepwater drilling rigs are typically subject to long-term contracts

In addition frontier areas may lack the physical and oilfield service infrastructure necessary for production and

transportation As result development of an offshore discovery such as Gunflint Alen Tamar or Leviathan may be

lengthy process and require substantial capital investment Difficulty and delays in consistently obtaining drilling rigs

and other equipment and services at acceptable rates may lead to project delay increased costs inability to meet

delivery requirements and/or inability to forecast production which could prevent the realization of our targeted return

on capital or lead to unexpected future losses

Deepwater frontier areas especially in international locations may lack the equipment and services necessary for rapid

subsea intervention containment capture and shut-in capacity in the case of well accident or spill Spill containment

and cleanup activities are costly In addition the resulting regulatory costs civil or criminal fines or sanctions results of

third party lawsuits as well as associated legal and support expenses including costs to address negative publicity

about us could well exceed the actual costs of containment and cleanup As result well spill or accident could

result in substantial liabilities for us and have significant negative impact on our earnings cash flows liquidity and

financial position

We are exposed to counterparty credit risk as result of our receivables hedging transactions and cash

investments

We are exposed to risk of financial loss from trade joint venture and other receivables We sell our crude oil natural

gas and NGLs to variety of purchasers In addition we are the operator on majority of our large joint venture

development projects As operator of the joint ventures we pay joint venture expenses and make cash calls on our

norioperating partners for their respective shares of joint venture costs These projects are capital cost intensive and in

some cases nonoperating partner may experience delay in obtaining financing for its share of the joint venture

costs For example our partners in the Eastern Mediterranean must obtain financing for their share of significant
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development expenditures at lamar and Leviathan which potentially includes an LNG project and/or major underwater

pipeline and offshore Cyprus

In addition some of our purchasers and joint venture partners are not as creditworthy as we are and may experience

credit downgrades or liquidity problems that may hinder their ability to obtain financing Counterparty liquidity problems

could result in delay in our receiving proceeds from commodity sales or reimbursement of joint venture costs Credit

enhancements have been obtained from some parties in the way of parental guarantees or letters of credit including

our largest crude oil purchaser however not all of our trade credit is protected through guarantees or credit

support Nonperformance by trade creditor or joint venture partner could result in significant financial losses

Our hedging transactions expose us to risk of financial loss if counterparty fails to perform under derivative

contract During periods of falling commodity prices our commodity derivative receivable positions increase which

increases our counterparty credit exposure We conduct our hedging activities with diverse group of highly-rated

major banks and market participants and we monitor and manage our level of financial exposure We use master

agreements which allow us in the event of default to elect early termination of all contracts with the defaulting

counterparty If we choose to elect early termination all asset and liability positions with the defaulting counterparty
would be net settled at the time of election Net settlement refers to process by which all transactions between

counterparties are resolved into single amount owed by one party to the other

We had almost $1.5 billion in cash and cash equivalents at December 31 2011 majority of which was invested in

money market funds and short-term deposits with major financial institutions We monitor the creditworthiness of the

banks and financial institutions with which we invest and review the securities underlying our investment accounts

However we are unable to predict sudden changes in solvency of our financial institutions

We monitor the creditworthiness of our trade creditors joint venture partners hedging counterparties and financial

institutions on an ongoing basis However if one of them were to experience sudden change in liquidity it could

impair their ability to perform under the terms of our contracts We are unable to predict sudden changes in

creditworthiness or ability to perform Even if we do accurately predict sudden changes our ability to negate the risk

may be limited and we could incur significant financial losses

Commodity and interest rate hedging transactions may limit our potential gains

In order to reduce the impact of commodity price uncertainty and increase cash flow predictability relating to the

marketing of our crude oil and natural gas we enter into crude oil and natural gas price hedging arrangements with

respect to portion of our expected production Our hedges consisting of series of derivative instrument contracts

are limited in duration usually for periods of one to three years While intended to reduce the effects of volatile crude oil

and natural gas prices such transactions may limit our potential gains if crude oil and natural gas prices rise over the

price established by the arrangements

Global commodity prices fluctuated significantly in 2011 Such volatility challenges our ability to forecast and as

result it may become more difficult to manage our hedging program In trying to manage our exposure to commodity
price risk we may end up hedging too much or too little depending upon how our crude oil or natural gas volumes and

our production mix fluctuate in the future In addition hedging transactions may expose us to the risk of financial loss in

certain circumstances including instances in which our production is less than expected there is widening of price

basis differentials between delivery points for our production and the delivery point assumed in the hedge arrangement
the counterparties to our futures contracts fail to perform under the contracts or sudden unexpected event materially

impacts crude oil or natural gas prices

We use interest rate derivative instruments to minimize the impact of interest rate fluctuations associated with

anticipated debt issuances Interest rates are also variable and we may also end up hedging too much or too little when

we attempt to effectively fix cash flows related to interest payments on an anticipated debt issuance

We cannot assure that our hedging transactions will reduce the risk or minimize the effect of volatility in crude oil or

natural gas prices or interest rates See Item Financial Statements and Supplementary Data Note 10 Derivative

Instruments and Hedging Activities

The insurance we carry is insufficient to cover all of the risks we face which could result in significant

financial exposure

Exploration for and production of crude oil and natural gas can be hazardous involving natural disasters and other

unfortuitous events such as blowouts well cratering fire and explosion and loss of well control which can result in

damage to or destruction of wells or production facilities injury to persons loss of life or damage to property and the

environment Exploration and production activities are also subject to risk from political developments such as terrorist

acts piracy civil disturbances war expropriation or nationalization of assets which can cause loss of or damage to our

property

As is customary with industry practices we maintain insurance against many but not all potential perils confronting our

operations and in coverage amounts and deductible levels that we believe to be economic Consistent with that profile

our insurance program is structured to provide us financial protection from unfavorable loss severity resulting from

damages to or the loss of physical assets or loss of human life liability claims of third parties and business interruption

loss of production attributed to certain assets and including such occurrences as well blowouts and resulting oil spills
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at level that balances cost of insurance with our assessment of risk and our ability to achieve reasonable rate of

return on our investments Although we believe the coverages and amounts of insurance carried are adequate and

consistent with industry practice we do not have insurance protection against all the risks we face because we chose

not to insure certain risks insurance is not available at level that balances the cost of insurance and our desired rates

of return or actual losses exceed coverage limits We regularly review our risks of loss and the cost and availability of

insurance and revise our insurance program accordingly

We expect the future availability and cost of insurance to be impacted by such events as the 2011 earthquake and

subsequent tsunami in Japan and the 2010 Deepwater Horizon Incident Impacts could include tighter underwriting

standards limitations on scope and amount of coverage and higher premiums and will depend in part on future

changes in laws and regulations regarding exploration and production activities in the Gulf of Mexico and other areas in

which we operate including possible increases in liability caps for claims of damages from oil spills We will continue to

monitor the legislative and regulatory response to the Deepwater Horizon Incident and its impact on the insurance

market and our overall risk profile and adjust our risk and insurance program to provide protection at level that we

can afford considering the cost of insurance and our desired rates of return against disruption to our operations and

cash flows

If an event occurs that is not covered by insurance or not fully protected by insured limits it could have significant

adverse impact on our financial condition results of operations and cash flows See Item Managements Discussion

and Analysis of Financial Condition and Results of Operations Risk and Insurance Program

Failure to fund continued capital expenditures could adversely affect our properties

Our exploration development and acquisition activities require substantial capital expenditures especially in the case of

our major development projects such as the horizontal Niobrara and Marcellus Shale drilling programs Guriflint Alen

lamar and Leviathan In addition our CONSOL Carried Cost Obligation requires us to pay one-third of CONSOLs

working interest share of certain future drilling and completion costs up to approximately $2.1 billion generally during

periods in which average Henry Hub natural gas prices are above $4.00 per MMBtu Major offshore projects have

long development cycle time which means that development spending occurs for several years before the project

begins producing and generating cash flow

Historically we have funded our capital expenditures through combination of cash flows from operations our

revolving bank credit facility debt issuances and occasional sales of non-strategic assets Future cash flows from

operations are subject to number of variables such as the level of production from existing wells prices of crude oil

and natural gas and our success in finding developing and producing new reserves

If revenues were to decrease as result of lower crude oil and natural gas prices or decreased production and/or our

access to debt or capital were limited we would have reduced ability to replace our reserves resulting in lower

production over time If our cash flows from operations are not sufficient to meet our obligations and fund our capital

investment program we may not be able to access capital markets on an economic basis to meet these requirements

If we are not able to fund our capital expenditures our ownership interests in some properties might be reduced or

forfeited as result See Item Managements Discussion and Analysis of Financial Condition and Results of

Operations 2012 Capital Investment Program

Derivatives regulation included in current or proposed financial legislation and rulemaking could impede our

ability to manage business and financial risks by restricting our use of derivative instruments as hedges

against fluctuating commodity prices and interest rates

The Dodd-Frank Wall Street Reform and Consumer Protection Act Dodd-Frank Act which was passed by Congress

and signed into law in July 2010 contains significant derivatives regulation including requirement that certain

transactions be cleared on exchanges and requirement to post cash collateral commonly referred to as margin

for such transactions The Act provides for potential exception from these clearing and cash collateral requirements

for commercial end-users such as us and it includes number of defined terms that will be used in determining how

this exception applies to particular derivative transactions and the parties to those transactions The Act requires the

Commodities Futures and Trading Commission CFTC to promulgate rules to define these terms and final definitions

will determine which entities will face additional requirements for clearing trading and posting of margin However the

process is incomplete and we are unsure what the final definitions will be or how these definitions will apply to us

We use crude oil and natural gas derivative instruments with respect to portion of our expected production in order to

reduce the impact of commodity price uncertainty and enhance the predictability of cash flows relating to the marketing

of our production and in support of our capital investment program We use interest rate derivative instruments to

minimize the impact of interest rate fluctuations associated with anticipated debt issuances As commodity prices

increase or interest rates decrease our derivative liability positions increase however given our current investment

grade status none of our current derivative contracts require the posting of margin or similar cash collateral when there

are changes in the underlying commodity prices or interest rates that are referred to in these contracts

Depending on the rules and definitions adopted by the CFTC we could be required to post significant amounts of cash

collateral with our dealer counterparties for our derivative transactions sudden unexpected margin call triggered by

rising commodity prices or falling interest rates would have an immediate negative impact on our business plan forcing

us to divert capital from exploration development and production activities Requirements to post cash collateral could
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not only cause significant liquidity issues by reducing our flexibility in using our cash and other sources of funds such as

our credit facility but could also cause us to incur additional debt In addition requirement for our counterparties to

post cash collateral would likely result in additional costs being passed on to us thereby decreasing the effectiveness of

our hedges and our profitability In addition the final CFTC rules may also require the counterparties to our derivative

instruments to spin off some of their derivative activities to separate entity which may not be as creditworthy as the

current counterparty

Increased banking regulation could result in reduced access to traditional sources of funding and limit our

growth

In response to the global economic crisis of 2008 banking regulation has increased New regulation includes the Basel

Ill rules issued by the Basel Committee on Banking Supervision and the Final Report of the UKs Independent

Commission on Banking also known as the Vickers Report These and other potential regulations being considered

by governing bodies in the US and other countries are expected to impact the amount of capital required to be held by

banks and the nature of such capital As result traditional lending practices could change resulting in more restricted

access to funds or reduced availability of funds at rates and terms we consider to be economic Increased regulation

could also negatively impact the project finance market even for investment grade companies such as we are and

reduce our ability to obtain funding for the capital requirements of future major development projects such as

potential LNG project Inability of us and/or our partners to obtain financing could result in delay or cancellation of future

development projects thus limiting our growth and future cash flows

Slower global economic growth rates maymaterially adversely impact our operating results and financial

position

The recovery from the global economic crisis of 2008 and resulting recession has been slow and uneven Market

volatility and reduced consumer demand have increased economic uncertainty and the current global economic growth

rate is slower than what was experienced in the years leading up to the crisis significant number of developed

countries are constrained by long term structural government budget deficits and international financial markets and

credit rating agencies are pressing for budgetary reform and discipline This need for fiscal discipline is balanced by

calls for continuing government stimulus and social spending as result of the impacts of the global economic crisis As

major countries implement government fiscal reform such measures if they are undertaken too rapidly could further

undermine economic recovery reducing demand and slowing growth Impacts of the crisis could spread to China and

other emerging markets which have fueled global economic development in recent years slowing their growth rates

reducing demand and resulting in further drag on the global economy

Global economic growth drives demand for energy from all sources including fossil fuels lower future economic

growth rate is likely to result in decreased demand growth for our crude oil and natural gas production decrease in

demand notwithstanding impacts from other factors could potentially result in lower commodity prices which would

reduce our cash flows from operations our profitability and our liquidity and financial position

We face various risks associated with current global populist movements

During 2011 due in part to the upheaval and uncertainty caused by global economic events including the financial crisis

and resulting recession that began in 2008 higher unemployment and government austerity measures populist

movements have appeared worldwide Populist movements are directed against perceived economic and social

inequality For example in 2011 the Occupy Movement originally directed against Wall Street in New York City

spread to other cities in the US and multiple countries The Occupy Movement generally is anti-capitalism and anti-

business and has targeted global corporations including financial institutions During 2011 demonstrators picketed at

two ports on the US West Coast shutting down shipping terminals for up to 24 hours in support of union workers In

many situations social media channels have been used to organize protestors quickly making it more difficult to fully

prepare for protest activities

Populist activities could result in the following

increased regulation of our business

increased regulation of the banking industry

increased corporate income taxes and

reduced access to shipping or other transportation services

Our need to incur costs associated with responding to these initiatives or complying with any resulting new legal or

regulatory requirements resulting from these activities that are substantial and not adequately provided for could

increase our costs of doing business reduce our financial flexibility and otherwise have material adverse effect on our

business financial condition and results of operations

We face various risks associated with the trend toward increased anti-development activity

Opposition toward oil and gas drilling and development activity has been growing globally and is particularly

pronounced in certain countries in the OECD including the US the UK and Israel Companies in the oil and gas

industry such as us are often the target of activist efforts from both individuals and non-governmental organizations

regarding safety human rights environmental compliance and business practices Anti-development activists are

working to among other things reduce access to federal and state government lands delay or cancel certain projects
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such as offshore drilling shale development and pipeline construction and limit or ban the use of hydraulic fracturing

For example environmental activists have challenged decisions to grant air-quality permits for offshore drilling and have

advocated for increased regulations on shale drilling and hydraulic fracturing in the US In addition the use of social

media channels can be used to cause rapid widespread reputational harm

Future activist efforts could result in the following

delay or denial of drilling permits

shortening of lease terms or reduction in lease size

restrictions on installation or operation of gathering or processing facilities

restrictions on the use of certain operating practices such as hydraulic fracturing

reduced access to water supplies or restrictions on water disposal

limited access or damage to or destruction of our property

legal challenges or lawsuits

increased regulation of our business

damaging publicity about us
increased costs of doing business

reduction in demand for our products and

other adverse effects on our ability to develop our properties and expand production

Our need to incur costs associated with responding to these initiatives or complying with any resulting new legal or

regulatory requirements resulting from these activities that are substantial and not adequately provided for could have

material adverse effect on our business financial condition and results of operations

We face significant competition and many of our competitors have resources in excess of our available

resources

We operate in the highly competitive areas of crude oil and natural gas exploration exploitation acquisition and

production We face intense competition from

large multi-national integrated oil companies

state-controlled national oil companies

US independent oil and gas companies

service companies engaging in exploration and production activities and

private oil and gas equity funds

We face competition in number of areas such as

seeking to acquire desirable producing properties or new leases for future exploration

marketing our crude oil and natural gas production

seeking to acquire the equipment and expertise necessary to operate and develop properties and

attracting and retaining employees with certain skills

Many of our competitors have financial and other resources substantially in excess of those available to us Such

companies may be able to pay more for seismic and lease rights on crude oil and natural gas properties and

exploratory prospects and to define evaluate bid for and purchase greater number of properties and prospects than

our financial or human resources permit This highly competitive environment could have an adverse impact on our

business

Our operations maybe adversely affected by changes in the fiscal regimes and government policies and

regulation of oil and gas development in the countries in which we operate

Fiscal regimes impact oil and gas companies through laws and regulations governing royalties taxes resource access

or level of government participation in oil and gas projects We operate in the US and other countries whose fiscal

regimes may change over time For example in 2011 in the UK and Israel we witnessed higher tax rates applicable to

our operations Changes in fiscal regimes result in an increase or decrease in the amount of government take and

corresponding decrease or increase in the revenues of an oil and gas company operating in that particular country

Many countries are currently experiencing fiscal problems sustained structural government budget deficits and lower

tax revenues triggered by the lingering effects of the global economic crisis of 2008 associated recession and current

slower economic growth rates Higher unemployment and slower growth rates coupled with reduced tax base have

resulted in reduced government revenues while government expenditures continue to grow due to the costs of

entitlements subsidies and economic stimulus programs Many countries have generated significant budget deficits

and sovereign debt levels with some approaching insolvency Demands on certain governments to undertake austerity

measures in response to the European debt crisis have resulted in increased social unrest

Due to pressures from financial markets local constituents as well as the OECD to address these negative fiscal

situations and initiate deficit reduction measures many governments are seeking additional revenue sources including

increases in government take from oil and gas projects
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For example the American Jobs Act of 2011 American Jobs Act proposed by the President of the United States

contains various measures including tax increases and other revenue-raising proposals designed to reduce the federal

deficit by $3 trillion If enacted as proposed these measures would increase the tax expense on oil and gas companies

through the repeal of percentage depletion for oil and natural gas properties the deferral of expensing intangible

drilling and development costs the inability to expense costs of certain domestic production activities and

lengthening of the amortization period for certain geological and geophysical expenditures It is likely that some of these

proposals to increase taxes on the oil and gas industry will continue to be reviewed by the US Congress in future years

In Israel the Interministerial Committee to Examine Government Policy on Israels Natural Gas Economy has been

charged with the task of proposing government policy for developing the natural gas economy in Israel Objectives

include ensuring energy security for the economy encouraging competition among various sectors in the local

economy and generating economic and political benefits for Israel Among other things the Interministerial Committee

will examine the best policy for safeguarding reserves to provide for local consumption and for exporting natural gas
The Interministerial Committee is expected to present its recommendations by February 29 2012 We are monitoring
the activities of the Interministerial Committee to assess the possible impact any recommendations could have on our

business Certain change in Israels market fiscal and/or regulatory regimes occurring as result of lnterministerial

Committee recommendations could delay or reduce the profitability of our Tamar and/or Leviathan projects and render

future exploration and development projects uneconomic

During 2011 the Israeli Antitrust Commissioner initiated review of the Israeli domestic gas market and participation in

offshore blocks and leases The Commissioner has publically expressed concerns regarding ownership concentration

on exploration blocks and development projects and its potential impacts on competitive natural gas price

environment and end user electricity costs We are cooperating with the Commissions review and at this time cannot

predict the outcome

Restrictions on resource access or controls over pricing could have negative impact on our business including

reduction on future growth rates profitability and cash flows

Changes in fiscal regimes have long-term impacts on our business strategy and uncertainty makes it more difficult to

formulate capital investment programs The implementation of new or the modification of existing laws or regulations

impacting the amount of government take could disrupt our business plans and negatively impact our operations in the

following ways among others

restrict resource access or lease holding

reduce exploration activities which could have long-term negative impact on the quantities of proved

reserves we record and inhibit future production growth

have negative impact on the ability of us and/or our partners to obtain project financing

cause delay in or cancellation of development plans which could also have long-term negative impact on the

quantities of proved reserves we record and inhibit future production growth
reduce the profitability of our projects resulting in decreases in net income and cash flows with the potential to

make future investments uneconomical

result in current projects becoming uneconomic to the extent fiscal changes are retroactive thereby reducing
the amount of proved reserves we record and cash flows we receive and possibly resulting in asset

impairment charges

require that valuation allowances be established against deferred tax assets with offsetting increases in

income tax expense resulting in decreases in net income

restrict our ability to compete with imported volumes of crude oil or natural gas and/or

adversely affect the price of our common stock

We are subject to increasing governmental regulations and environmental requirements that may cause us to

incur substantial incremental costs

From time to time in varying degrees political developments and federal and state laws and regulations affect our

operations In particular price controls taxes and other laws relating to the crude oil and natural gas industry changes
in these laws and changes in administrative regulations have affected and in the future could affect crude oil and natural

gas production operations and economics We cannot predict how agencies or courts will interpret existing laws and

regulations or the effect these adoptions and interpretations may have on our business or financial condition

Our business is subject to laws and regulations promulgated by international federal state and local authorities relating

to the exploration for and the development production and marketing of crude oil and natural gas as well as safety

matters Legal requirements are frequently changed and subject to interpretation and we are unable to predict the

ultimate cost of compliance with these requirements or their effect on our operations We may be required to make
substantial expenditures to comply with governmental laws and regulations

Our operations are subject to complex international federal state and local environmental laws and regulations

including for example in the case of federal laws the Comprehensive Environmental Response Compensation and

Liability Act as amended the Resource Conservation and Recovery Act as amended the Oil Pollution Act of 1990 the

Clean Air Act the Clean Water Act and the Occupational Safety and Health Act Environmental laws and regulations

change frequently and the implementation of new or the modification of existing laws or regulations could negatively
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impact our operations The discharge of natural gas crude oil or other pollutants into the air soil or water may give rise

to substantial liabilities on our part to government agencies and third parties and may require us to incur substantial

costs of remediation In addition we may incur costs and penalties in addressing regulatory agency procedures

involving instances of possible non-compliance See Items and Business and Properties Regulations

Federal or state hydraulic fracturing legislation could increase our costs or restrict our access to oil and gas

reserves

Hydraulic fracturing using fluids other than diesel is currently exempt from regulation under the federal Safe Drinking

Water Act but opponents of hydraulic fracturing have called for further study of the techniques environmental effects

and in some cases moratorium on the use of the technique Several proposals have been submitted to Congress

that if implemented would subject all hydraulic fracturing to regulation under the Safe Drinking Water Act Further the

EPAs Office of Research and Development ORD is conducting scientific study to investigate the possible

relationships between hydraulic fracturing and drinking water The ORD expects to have the initial study results

available by late 2012 Several states are considering legislation to regulate hydraulic fracturing practices including

restrictions on its use in environmentally sensitive areas Some municipalities have significantly limited or prohibited

drilling activities or are considering doing so

Although it is not possible at this time to predict the final outcome of the ORDs study or the requirements of any

additional federal or state legislation or regulation regarding hydraulic fracturing any new federal or state or local

restrictions on hydraulic fracturing that may be imposed in areas in which we conduct business such as the DJ Basin or

Marcellus Shale areas could significantly increase our operating capital and compliance costs as well as delay or halt

our ability to develop oil and gas reserves See Items and Business and Properties Hydraulic Fracturing

The adoption of GHG emission or other environmental legislation could result in additional operating costs

create delays in our obtaining air pollution permits for new or modified facilities and reduce demand for the

crude oil and natural gas we produce

In recent years each house of Congress has considered legislation to address GHG emissions such as the American

Clean Energy and Security Act of 2009 also known as the Waxman-Markey Bill passed by the House of

Representatives and The Clean Energy Jobs and American Power Act or the Boxer-Kerry Bill introduced to the

Senate Future legislation could include mandatory carbon dioxide emissions goals measures to encourage use of

renewable energy over fossil-based fuels higher penalties and fines for violations of various environmental laws or

other regulations designed to curb GHG emissions

One measure considered frequently has been the establishment of cap and trade system for restricting GHG

emissions in the US Under such system certain sources of GHG emissions would be required to obtain GHG emission

allowances corresponding to their annual emissions of GHGs The number of emission allowances issued each year

would decline as necessary to meet overall emission reduction goals As the number of GHG emission allowances

declines each year the cost or value of allowances would be expected to escalate significantly

The EPA issued GHG monitoring and reporting regulations that went into effect January 2010 and as amended

required reporting by regulated facilities by September 30 2011 and annually thereafter Beyond measuring and

reporting the EPA issued an Endangerment Finding under section 202a of the Clean Air Act concluding GHG

pollution threatens the public health and welfare of current and future generations The EPA has issued final

regulations requiring petroleum and natural gas operators meeting certain emissions threshold to report their GHG

emissions to the EPA Subpart The EPA has indicated that it will use data collected through the reporting rules to

decide whether to promulgate future GHG limits

Since approximately 62% of our total 2011 crude oil and NGL production and 48% of our total 2011 natural gas

production derive from the US any laws or regulations that may be adopted to restrict or reduce emissions of US GHGs

could require us to incur additional operating costs increase our development cycle time and have an adverse effect

on demand for the crude oil and natural gas we produce In addition we could be required to make significant capital

expenditures to comply with new environmental legislation which would cause us to divert capital from exploration

development and production activities

change in US energy policy can have significant impact on our operations and profitability

US energy policy and laws and regulations could change quickly Currently substantial uncertainty exists about the

nature of potential rules and regulations that could impact the sources and uses of energy in the US We design our

exploration and development strategy and related capital investment programs years
in advance As result we are

hindered in our ability to plan invest and respond to potential changes in our business This can result in reduction of

our cash flows and profitability to the extent we are unable to respond to sudden or significant changes in our operating

environment due to changes in US energy policy

Exploration development and production risks and natural disasters could result in liability exposure or the

loss of production and revenues

Our operations are subject to hazards and risks inherent in the drilling production and transportation of crude oil and

natural gas including

injuries and/or deaths of employees supplier personnel or other individuals

39



pipeline ruptures and spills

fires

explosions blowouts and well cratering

equipment malfunctions and/or mechanical failure on high-volume high-impact wells

leaks or spills occurring during the transfer of hydrocarbons from an FPSO to an oil tanker

formations with abnormal pressures and basin subsidence

release of pollutants

surface spillage of or contamination of groundwater by fluids used in hydraulic fracturing operations

security breaches piracy or terroristic acts

theft of oilfield equipment and supplies especially in areas of increased activity such as the DJ Basin and

Marcellus Shale

hurricanes which could affect our operations in areas such as the Gulf Coast and deepwater Gulf of Mexico

and cyclones which could affect our operations offshore China

volcanoes which could affect our operations offshore Equatorial Guinea

flooding such as occurred in Pennsylvania in 2011 which could affect our operations in low-lying areas such

as the Marcellus Shale and

other natural disasters

Any of these can result in loss of hydrocarbons environmental pollution and other damage to our properties or the

properties of others

cyber incident could result in in formation theft data corruption operational disruption and/or financial loss

Businesses have become increasingly dependent on digital technologies to conduct day-to-day operations At the same

time cyber incidents including deliberate attacks or unintentional events have increased cyber attack could include

gaining unauthorized access to digital systems for purposes of misappropriating assets or sensitive information

corrupting data or causing operational disruption or result in denial-of service on websites

The oil and gas industry has become increasingly dependent on digital technologies to conduct certain exploration

development and production activities For example software programs are used to interpret seismic data manage

drilling rigs production equipment and gathering and transportation systems conduct reservoir modeling and reserves

estimation and for compliance reporting The use of mobile communication devices has increased rapidly The

complexity of the technologies needed to extract oil and gas in increasingly difficult physical environments such as

deepwater ultra-deepwater and shale and global competition for oil and gas resources make certain information more

attractive to thieves

We depend on digital technology including information systems and related infrastructure to process and record

financial and operating data communicate with our employees and business partners analyze seismic and drilling

information estimate quantities of oil and gas reserves and for many other activities related to our business Our

business partners including vendors service providers purchasers of our production and financial institutions are also

dependent on digital technology

Our technologies systems networks and those of our business partners may become the target of cyber attacks or

information security breaches that could result in the unauthorized release gathering monitoring misuse loss or

destruction of proprietary and other information or other disruption of our business operations In addition certain cyber

incidents such as surveillance may remain undetected for an extended period

cyber incident involving our information systems and related infrastructure or that of our business partners could

disrupt our business plans and negatively impact our operations in the following ways among others

unauthorized access to seismic data reserves information or other sensitive or proprietary information could

have negative impact on our ability to compete for oil and gas resources

data corruption communication interruption or other operational disruption during drilling activities could result

in dry hole cost or even drilling incidents

data corruption or operational disruption of production infrastructure could result in loss of production or

accidental discharge

cyber attack on vendor or service provider could result in supply chain disruptions which could delay or halt

one of our major projects effectively delaying the start of cash flows from the project

cyber attack on third party gathering or pipeline service provider could prevent us from marketing our

production resulting in loss of revenues

cyber attack involving commodities exchanges or financial institutions could slow or halt commodities

trading thus preventing us from marketing our production or engaging in hedging activities resulting in loss

of revenues

cyber attack which halts activities at power generation facility or refinery using natural gas as feed stock

could have significant impact on the natural gas market resulting in reduced demand for our production

lower natural gas prices and reduced revenues

cyber attack on communications network or power grid could cause operational disruption resulting in loss

of revenues and
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deliberate corruption of our financial or operational data could result in events of non-compliance which could

lead to regulatory fines or penalties

significant business interruptions could result in expensive remediation efforts distraction of management
damage to our reputation or negative impact on the price of our common stock

Although to date we have not experienced any material losses relating to cyber attacks there can be no assurance that

we will not suffer such losses in the future As cyber threats continue to evolve we may be required to expend

significant additional resources to continue to modify or enhance our protective measures or to investigate and

remediate any information security vulnerabilities

Estimates of crude oil and natural gas reserves are not precise

There are numerous uncertainties inherent in estimating crude oil and natural gas reserves and their value including

factors that are beyond our control Reservoir engineering is subjective process of estimating underground

accumulations of crude oil and natural gas that cannot be measured in an exact manner In accordance with the SECs
revisions to rules for oil and gas reserves reporting which we implemented effective December 31 2009 our reserves

estimates are based on 12-month average prices therefore reserves quantities will change when actual prices

increase or decrease The reserves estimates depend on number of factors and assumptions that may vary

considerably from actual results including

historical production from the area compared with production from other areas

the assumed effects of regulations by governmental agencies including the impact of the SECs revisions to

oil and gas company reserves reporting requirements

assumptions concerning future crude oil and natural gas prices

anticipated development cycle time

future development costs

future operating costs

severance and excise taxes and

workover and remedial costs

For these reasons estimates of the economically recoverable quantities of crude oil and natural gas attributable to any

particular group of properties classifications of those reserves based on risk of recovery and estimates of the future net

cash flows expected from them prepared by different petroleum engineers or by the same petroleum engineers but at

different times may vary substantially Estimation of crude oil and natural gas reserves in emerging areas or areas with

limited historical production such as onshore US shale areas and offshore areas such as ultra-deepwater Gulf of

Mexico the Eastern Mediterranean or West Africa is inherently more difficult and we may have less experience in

such areas Accordingly reserves estimates may be subject to positive or negative revisions and actual production

revenue and expenditures with respect to our reserves likely will vary possibly materially from estimates

Additionally because some of our reserves estimates are calculated using volumetric analysis those estimates are less

reliable than the estimates based on lengthy production history Volumetric analysis involves estimating the volume of

reservoir based on the net feet of pay of the structure and an estimation of the area covered by the structure In

addition realization or recognition of proved undeveloped reserves will depend on our development schedule and

plans change in future development plans for proved undeveloped reserves could cause the discontinuation of the

classification of these reserves as proved See Items and Business and Properties Proved Reserves

Disclosures

Exploratory drilling maynot result in the discovery of commercially productive reservoirs

We depend on exploration success to provide growth in production and reserves and are planning an active exploratory

drilling program in 2012 Exploratory drilling requires significant capital investment and is not always successful For

example we incurred dry hole expense in 2011 because the Kora-1 and Bwabe exploratory wells offshore West Africa

found noncommercial quantities of hydrocarbons

Exploratory dry holes can occur because seismic data and other technologies we use to determine potential exploratory

drilling locations do not allow us to know conclusively prior to drilling well that crude oil or natural gas is present or

may be produced economically

Exploratory drilling activities may be curtailed delayed or canceled resulting in significant exploration expense as

result of variety of factors including

title problems

compliance with environmental and other governmental requirements

increases in the cost of or shortages or delays in the availability of drilling rigs equipment and qualified

personnel

unexpected drilling conditions

pressure or other irregularities in formations

equipment failures or accidents and

adverse weather conditions
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In addition companies seeking new reserves often face more difficult environments such as oil sands deepwater or

ultra-deepwater and often need to develop or invest in new technologies This increases cost as well as drilling risk

For certain capital-intensive deepwater Gulf of Mexico or international projects it may take several years to evaluate

the future potential of an exploration well and make determination of its economic viability resulting in delays in

cash flows from production start-up and lower return on our investment

Due to our level of planned exploration activity future dry hole cost could be significant and have negative impact on

our results of operations and cash flows

Development drilling may not result in commercially productive quantities of oil and gas reserves

Our exploration success has provided us with number of major development projects on which we are moving

forward We depend on these projects to provide long life sustained cash flows after investment and attractive financial

returns However development drilling is not always successful and the profitability of development projects may

change over time

For example in new development areas such as the Marcellus Shale Gunflint Tamar Leviathan or Cyprus available

data may not allow us to completely know the extent of the reservoir or choose the best locations for drilling

development wells Therefore development well we drill may be dry hole or result in noncommercial quantities of

hydrocarbons Projects in frontier areas may require the development of special technology for development drilling or

well completion and we may not have the knowledge or expertise in applying new technology Our efforts may result in

dry hole or well that finds noncommercial quantities of hydrocarbons Development drilling has the same legal and

physical risks as exploratory drilling described above which can result in the drilling of development dry hole or the

incurrence of substantial development costs without corresponding increase in proved reserves

All costs of development drilling and other development activities are capitalized even if the activities do not result in

commercially productive quantities of oil and gas reserves This puts property at higher risk for future impairment if

commodity prices decrease or operating or development costs increase

Even if development drilling is successful and we find commercial quantities of reserves we may encounter difficulties

or delays in completing development wells For example in areas of high activity and demand in which we concentrate

such as the DJ Basin and the Marcellus Shale we may experience delays in obtaining well completion rigs and

services Frontier areas may not have adequate infrastructure for gathering processing or transportation and

production may be delayed until they are constructed This results in decrease in current cash flows and reduces the

return on our investment

Costs of drilling completing and operating wells are often uncertain and cost factors can adversely affect the economic

viability of project Even development project with significant reserves that is currently economically viable can

become uneconomic in the future if commodity prices decrease or operating or development costs increase resulting in

impairment charges and negative impact on our results of operations

We maybe unable to make attractive acquisitions successfully integrate acquired businesses and/or assets

or adjust to the effects of divestitures causing disruption to our business

One aspect of our business strategy calls for acquisitions of businesses and assets that complement or expand our

current business such as our Marcellus Shale acquisition in 2011 and our DJ Basin asset acquisition in 2010 This

may present greater risks for us than those faced by peer companies that do not consider acquisitions as part of their

business strategy We cannot provide assurance that we will be able to identify attractive acquisition opportunities

Even if we do identify attractive opportunities we cannot provide assurance that we will be able to complete the

acquisition due to capital market constraints even if such capital is available on commercially acceptable terms If we

acquire an additional business we could have difficulty integrating its operations systems management and other

personnel and technology with our own or could assume unidentified or unforeseeable liabilities resulting in loss of

value

We maintain an ongoing portfolio management program which includes sales of non-core non-strategic assets such as

the sales of non-core onshore US assets in 2010 These transactions can also result in changes in operations systems

or management and other personnel

Organizational modifications due to acquisitions divestitures or other portfolio management actions or other strategic

changes can alter the risk and control environments disrupt ongoing business distract management and employees

increase expenses and adversely affect results of operations Even if these challenges can be dealt with successfully

we cannot provide assurance that the anticipated benefits of any acquisition divestiture or other strategic change would

be realized

We may be unable to dispose of non-core non-strategic assets on financially attractive terms resulting in

reduced cash proceeds and/or losses

We maintain an ongoing portfolio management program according to which we may divest non-core non-strategic

assets such as our sale of certain onshore US assets in 2010 Asset divestitures can generate organizational and

operational efficiencies as well as cash for use in our capital investment program or to repay outstanding debt As
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result of the Marcellus Shale acquisition which effectively focused our US operations in three core areas we are

considering the divestiture of certain onshore US assets from our portfolio

We strive to obtain the most attractive prices for our assets However various factors can materially affect our ability to

dispose of assets on terms acceptable to us Such factors include current commodity prices laws and regulations

impacting oil and gas operations in the areas where the assets are located willingness of the purchaser to assume

certain liabilities such as asset retirement obligations our willingness to indemnify buyers for certain matters and other

factors Inability to achieve desired price for the assets or underestimation of amounts of retained liabilities or

indemnification obligations can result in reduction of cash proceeds loss on sale due to an excess of the assets

net book value over proceeds or liabilities which must be settled in the future at amounts that are higher than we had

expected

The unavailability or high cost of drilling rigs equipment supplies other oil field services and personnel could

adversely affect our ability to execute our exploration and development plans on timely basis and within our

budget

Our industry is cyclical and from time to time there is shortage of drilling rigs equipment supplies and oilfield

services There may also be shortage of trained and experienced personnel During these periods the costs of such

items are substantially greater and their availability may be limited particularly in areas of high activity and demand in

which we concentrate such as the DJ Basin Marcellus Shale deepwater Gulf of Mexico and in some international

locations that typically have limited availability of equipment and personnel such as West Africa and the Eastern

Mediterranean

During periods of increasing levels of industry exploration and production such as is currently occurring in the DJ Basin

and Marcellus Shale the demand for and cost of drilling rigs and oilfield services increases The recovery of global

crude oil prices during 2011 is resulting in increased global exploration and production activity thus increasing demand

pressure for drilling rigs and oilfield services which could result in sector inflation In addition regulatory changes such

as in response to the Deepwater Horizon Incident or related to hydraulic fracturing may also result in reduced

availability and/or higher costs for these rigs and services As result drilling rigs and oilfield services may not be

available at rates that provide satisfactory return on our investment See Item Managements Discussion and

Analysis of Financial Condition and Results of Operations Contractual Obligations

We operate in litigious environment

We operate in the US and some other countries which have proven to be litigious environments Most oil and gas

companies such as us are involved in various legal proceedings such as title royalty or contractual disputes in the

ordinary course of business We defend ourselves vigorously in all such matters

Because we maintain diversified portfolio of assets that is balanced between US and international projects the

complexity and types of legal procedures with which we may become involved may vary and we could incur significant

legal and support expenses in different jurisdictions If we are not able to successfully defend ourselves there could be

delay or even halt in our exploration development or production activities or other business plans resulting in

reduction in reserves loss of production and reduced cash flows Legal proceedings could result in substantial

liability In addition legal proceedings distract management and other personnel from their primary responsibilities

Provisions in our Certificate of Incorporation and Delaware law may inhibit takeover of us

Under our Certificate of Incorporation our Board of Directors is authorized to issue shares of our common or preferred

stock without approval of our shareholders Issuance of these shares could make it more difficult to acquire us without

the approval of our Board of Directors as more shares would have to be acquired to gain control In addition Delaware

law imposes restrictions on mergers and other business combinations between us and any holder of 15% or more of

our outstanding common stock These provisions may deter hostile takeover attempts that could result in an acquisition

of us that would have been financially beneficial to our shareholders

Disclosure Regarding Forward-Looking Statements

This annual report on Form 10-K and the documents incorporated by reference in this report contain forward-looking

statements within the meaning of the federal securities laws Forward-looking statements give our current expectations

or forecasts of future events These forward-looking statements include among others the following

our growth strategies

our ability to successfully and economically explore for and develop crude oil and natural gas resources

anticipated trends in our business

our future results of operations

our liquidity and ability to finance our exploration development and acquisition activities

market conditions in the oil and gas industry

our ability to make and integrate acquisitions

the impact of governmental fiscal terms and/or regulation such as that involving the protection of the

environment or marketing of production as well as other regulations and

access to resources
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Forward-looking statements are typically identified by use of terms such as may will expect believe anticipate

estimate intend and similar words although some forward-looking statements may be expressed differently These

forward-looking statements are made based upon managements current plans expectations estimates assumptions

and beliefs concerning future events impacting us and therefore involve number of risks and uncertainties We caution

that forward-looking statements are not guarantees and that actual results could differ materially from those expressed

or implied in the forward-looking statements You should consider carefully the statements under Item 1A Risk Factors

and other sections of this report which describe factors that could cause our actual results to differ from those set forth

in the forward-looking statements

Item lB Unresolved Staff Comments

None

Item Legal Proceedings

During 2011 we received two Notices of Alleged Violation NOAV from the COGCC regarding the reporting of the

presence of hydrogen sulfide to the COGCC and local government designee within certain areas of our Piceance Basin

and Grover field operations At this time the COGCC has not established proposed penalty for either NOAV Given

the inherent uncertainty in administrative actions of this nature we are unable to predict the ultimate outcome of this

action at this time However we believe that the resolution of these proceedings through settlement or adverse

judgment will not have material adverse effect on our financial position results of operations or cash flows

See Item Financial Statements and Supplementary Data Note 21 Commitments and Contingencies

Item and Reserved
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Executive Officers

The following table sets forth certain information as of February 2012 with respect to our executive officers

Name Age Position

Charles Davidson 61 Chairman of the Board Chief Executive Officer and Director

David Stover 54 President Chief Operating Officer

Kenneth Fisher 50 Senior Vice President Chief Financial Officer

Ted Brown 56 Senior Vice President Northern Region

Rodney Cook 54 Senior Vice President International

Susan Cunningham 56 Senior Vice President Exploration

Arnold Johnson 56 Senior Vice President General Counsel and Secretary

Andrea Lee Robison 53 Vice President Human Resources and Administration

Charles Davidson was elected Chief Executive Officer of Noble Energy in October 2000 and Chairman of the

Board in April 2001 also serving as President until April 2009 at which time Mr Stover assumed that position

Prior to October 2000 he served as President and Chief Executive Officer of Vastar Resources Inc from

March 1997 to September 2000 Chairman from April 2000 and was Vastar Director from March 1994 to

September 2000 From September 1993 to March 1997 he served as Senior Vice President of Vastar From

1972 to October 1993 he held various positions with ARCO

David Stover was elected President and Chief Operating Officer of Noble Energy in April 2009 Prior thereto he

served as Executive Vice President and Chief Operating Officer of Noble Energy from August 2006 to April 2009

He served as Senior Vice President of North America and Business Development from July 2004 through

July 2006 and he served as Noble Energys Vice President of Business Development from December 2002

through June 2004 Previous to his employment with Noble Energy he was employed by BP America Inc as Vice

President Gulf of Mexico Shelf from September 2000 to August 2002 Prior to joining BP Mr Stover was

employed by Vastar as Area Manager for Gulf of Mexico Shelf from April 1999 to September 2000 and prior

thereto as Area Manager for Okiahoma/Arklatex from January 1994 to April 1999 From 1979 to 1994 he held

various positions with ARCO

Kenneth Fisher was elected Senior Vice President and Chief Financial Officer of Noble Energy in November

2009 Prior to joining Noble Energy Mr Fisher served as Executive Vice President of Finance for Upstream

Americas for Royal Dutch Shell plc Shell from July 2009 to November 2009 Prior to his most recent position with

Shell Mr Fisher served as Director of Strategy Business Development for Shell in The Hague from August 2007

to July 2009 He served as Executive Vice President of Strategy Portfolio for Shells downstream business in

London from January 2005 to August 2007 Mr Fisher joined Shell in August 2002 and served as Chief Financial

Officer for Shell Oil Products U.S until December 2004 As Chief Financial Officer for Shell Oil Products U.S he

was responsible for U.S oil products finance information technology and contracting and procurement activities

Prior to joining Shell he held positions of increasing responsibility with General Electric Company GE from 1984

to 2002 including Vice President and Chief Financial Officer of the Aircraft Engines Services division and Director

of Finance Business Development of GEs Asia Pacific plastics business

Ted Brown was elected Senior Vice President of Noble Energy in April 2008 and is currently responsible for

the Northern Region of our North America division He served as Vice President responsible for the same region

from August 2006 to April 2008 and as vice president of that division since joining Noble Energy upon our

acquisition of Patina Oil Gas Corporation Patina in May 2005 He served as Senior Vice President of Patina

from July 2004 to May 2005 Prior thereto he served as Director Piceance Basin Asset along with Engineering

Manager for Williams and Barrett Resources since 1993 and before that in various positions with Union Pacific

Resources and Amoco Production Company

Rodney Cook was elected Senior Vice President of Noble Energy in April 2008 and is currently responsible

for the International division He served as Vice President of Noble Energy responsible for the Southern Region of

our North America division from August 2006 to April 2008 and as vice president of that division from May 2005

to August 2006 He served as Manager of our West Africa and Middle East Business Unit from 2002 to 2005 Prior

thereto he served as Operations Manager of the International division since 1996 From 1980 to 1996 he held

various positions with Noble Energy Prior to joining Noble Energy in 1980 Mr Cook held various positions with

Texas Pacific Oil
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Susan Cunningham was elected Senior Vice President of Noble Energy in April 2001 and is currently

responsible for our world-wide exploration Prior to joining Noble Energy Ms Cunningham was Texacos Vice

President of worldwide exploration from April 2000 to March 2001 From 1997 through 1999 she was employed by

Statoil beginning in 1997 as Exploration Manager for deepwater Gulf of Mexico appointed Vice President in

1998 and responsible in 1999 for Statoils West Africa exploration efforts She joined Amoco Canada in 1980 as

geologist and held various exploration and development positions with Amoco Production Company until 1997

Arnold Johnson was elected Senior Vice President General Counsel and Secretary of Noble Energy in July

2008 Prior thereto he served as Vice President General Counsel and Secretary of Noble Energy since February

2004 He served as Associate General Counsel and Assistant Secretary of Noble Energy from January 2001

through January 2004 Previous to his employment with Noble Energy he served as Senior Counsel for BP
America Inc from October 2000 to January 2001 Mr Johnson held several positions as an attorney for Vastar

and ARCO from March 1989 through September 2000 most recently as Assistant General Counsel and Assistant

Secretary of Vastar from 1997 through 2000 From 1980 to March 1989 he held various positions with ARCO
Andrea Lee Robison was elected Vice President of Noble Energy in November 2007 and is responsible for

Human Resources and Administration Prior thereto she served as Director of Human Resources from May 2002

through October 2007 Prior to joining us Ms Robison was Manager of Human Resources for the Gulf of Mexico

Shelf for BP America Inc from September 2000 through April 2002 Prior to her employment at BP she served as

HR Director at Vastar from 1997 through September 2000 and Compensation Consultant from January 1994

through 1996 From 1980 through 1993 she held various positions with ARCO
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PART II

Item Market for Registrants Common Equity Related Stockholder Matters and Issuer Purchases of Equity

Securities

Common Stock Our common stock $3.33 1/3 par value is listed and traded on the NYSE under the symbol NBL
The declaration and payment of dividends are at the discretion of our Board of Directors and the amount thereof will

depend on our results of operations financial condition contractual restrictions cash requirements future prospects

and other factors deemed relevant by the Board of Directors

Stock Prices and Dividends by Quarters The high and low sales price per share of our common stock on the NYSE

and quarterly dividends paid per share were as follows

Dividends

Per Share
High Low

2010

First Quarter 79.19 68.38 0.18

Second Quarter 81.50 56.23 0.18

Third Quarter 77.63 59.22 0.18

Fourth Quarter 89.00 75.07 0.18

2011

First Quarter 98.99 81.27 0.18

Second Quarter 98.72 82.50 0.18

Third Quarter 101.27 69.25 0.22

Fourth Quarter 99.17 65.91 0.22

On January 24 2012 the Board of Directors declared quarterly cash dividend of $0.22 per common share which will

be paid February 21 2012 to shareholders of record on February 2012

TransferAgent and Registrar Thetransferagentand registrar for our common stock is Wells Fargo Bank N.A 161

North Concord Exchange South St Paul MN 55075

Stockholders Profile Pursuant to the records of the transfer agent as of January 13 2012 the number of holders of

record of our common stock was 674

Stock Repurchases The following table summarizes repurchases of our common stock occurring fourth quarter 2011

Total Number of

Shares Purchased

as Part of Publicly

Announced Hans or

Prograrre

Approximate Dollar

Value of Shares that

May Yet Be

Purchased Under the

Hans or Programa

in thousands

Number of Securities

Remaining Available for

Future Issuance Under

Equity Corrçensation Hans

Excluding Securities

Reflected in Column

Total Number of

Shares Purchased

Average

Price Paid

Par SharePeriod

10/01/11 10/31/11 674 81.58

11/01/11 11/30/11 3969 95.05

12/01/11 12/31/11 679 93.04

Total 5322 93.08

Stock repurchases during the period related to stock received by us from employees for the payment of withholding taxes due on

shares issued under stock-based compensation plans

Equity Compensation Plan Information The following table summarizes information regarding the number of shares of

our common stock that are available for issuance under all of our existing equity compensation plans as of

December31 2011

Number of Securities

to be Issued Upon Weighted Average

Exercise of

Outstanding Options

Warrants and Rights

Exercise Price of

Outstanding Options

Warrants and RightsHan Category

Equity Compensation Hans Approved by

Security Holders 6365816 59.47 9648770

Equity Compensation Hans Not Approved

by Security Holders

Total 6365816 59.47 9648770

47



Stock Performance Graph This graph shows our cumulative total shareholder return over the five-year period from

December 31 2006 to December 31 2011 The graph also shows the cumulative total returns for the same five-year

period of the SP 500 Index and our peer group of companies The cumulative total return of the common stock of

our peer group of companies includes the cumulative total return of our common stock

At December 31 2011 our peer group of companies consisted of the following

Anadarko Petroleum Corp

Apache Corp

Cabot Oil Gas Corp

Chesapeake Energy Corp
Devon Energy Corp

EOG Resources Inc

Forest Oil Corp

Murphy Oil Corp

Newfield Exploration Company

Noble Energy Inc

Pioneer Natural Resources Company
Plains Exploration and Production Company

Range Resources Corp
Southwestern Energy Company
Talisman Energy Inc

COMPARISON OF YEAR CUMULATIVE TOTAL RETURN
Among Noble Energy Inc the SP 500 Index and Peer Group

Noble Energy Inc SP 500 ---e--- Peer Group

$100 invested on 12/31/06 in stock or index including reinvestment of dividends

Fiscal year ending December31

Copyright 2012 SP division of The McGraw-Hill Companies Inc All rights reserved

YearEnded December31 2006 2007 2008 2009 2010 2011

Noble Energy Inc 100.00 163.17 102.00 149.38 182.30 201.70

SP 500 100.00 105.49 66.46 84.05 96.71 98.75

Peer Group 100.00 142.74 89.81 133.21 150.62 133.60

The comparison assumes $100 was invested on December 31 2006 in our common stock in the SP 500 Index and

in our peer group of companies and assumes that all of the dividends were reinvested

$250

$200

$150

$100

$50

$0

2006 2007 2008 2009 2010 2011
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Item Selected Financial Data

Year Ended Decerrter 31

2011 2010 2009 2008 2007

millions except as noted

Revenues and Income Loss
Total Revenues 3763 $3022 $2313 $3901 $3272

Net Income Loss 453 725 131 1350 944

Per Share Data

Earnings Loss Fr Share

Basic 2.57 4.15 0.75 7.83 5.52

Diluted 2.54 4.10 0.75 7.58 5.45

Cash Dividends Fr Share 0.800 0.720 0.720 0.660 0.435

Year-End Stock Price Fr Share 94.39 86.08 71.22 49.22 80.66

Weighted Average Shares Outstanding

Basic 176 175 173 173 171

Diluted 179 177 173 176 173

Cash Flows

Net Cash Provided by Operating Activities 2170 $1946 $1508 $2285 $2017

Additions to Property Rant and Equipment 2594 1885 1268 1971 1414

Acquisitions 527 458 292

Proceeds from Divestitures 77 564 131

Financial Position

Cash and Cash Equivalents 1455 $1081 $1014 $1140 660

Corrirodity Derivative Instruments Current 10 62 13 437 15

Property Rant and Equipment Net 12782 10264 8916 9004 7945

Goodwill 696 696 758 759 761

TotalAssets 16444 13282 11807 12384 10831

Long-term Obligations

Long-TermDebt 4100 2272 2037 2241 1851

Deferred Income Taxes 2059 2110 2076 2174 1984

Corrirodity Derivative Instruments 51 17 83

Asset Retirement Obligations 344 208 181 184 131

Other 401 371 349 300 337

Shareholders Equity 7265 6848 6157 6309 4809

Operations Information

Consolidated Crude Oil Sales MBbI/d 64 64 62 69 77

Average Realized Price $/Bbl $100.93 $76.46 $55.76 $82.60 $60.61

Consolidated Natural Gas Sales FvTvlcf/d 811 787 781 767 687

Average Realized Price $/Fvf 3.04 3.00 2.54 5.04 5.26

Consolidated NGL Sales MBbl/d 15 14 10

Average Realized Price $/BbI 48.35 $41.21 $27.96 $50.15

Proved Reserves

Crude Oil Condensate and NGL Reserves rvTvbIs 369 365 336 311 329

Natural Gas Reserves Bcf 5043 4361 2904 3315 3307

Total Reserves MMB0e 1209 1092 820 864 880

Number of Employees 1876 1772 1630 1571 1398

Prices through 2010 include effects of oil and gas hedging activities See Item Financial Statements and Supplementary

Data Note 10 Derivative Instruments and Hedging Activities

Prior to 2008 US NGL sales volumes were included with natural gas volumes Effective in 2008 we began reporting US NGLs

separately where we have the right to take title which lowered the comparative natural gas sales volumes for 2008
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Item Managements Discussion and Analysis of Financial Condition and Results of Operations

Managements Discussion and Analysis of Financial Condition and Results of Operations MDA is intended to

provide narrative about our business from the perspective of our management Our MDA is presented in the

following major sections

Executive Overview

Operating Outlook

Results of Operations

Proved Reserves

Liquidity and Capital Resources and

Critical Accounting Policies and Estimates

The accompanying consolidated financial statements including the notes thereto contain detailed information that

should be read in conjunction with our MDA
EXECUTIVE OVERVIEW

We are worldwide producer of crude oil and natural gas Our strategy is to achieve growth in value and cash flows

through the continued expansion of high quality portfolio of producing assets that is balanced and diversified among
US and international projects crude oil and natural gas and near medium and long-term opportunities

Strategy We seek to achieve growth in value and cash flows through exploration success and the development of

high quality diverse portfolio of assets that is balanced between US and international projects while maintaining

strong balance sheet and ample liquidity levels We primarily focus on organic growth from exploration and

development drilling and we augment that with periodic opportunistic new business development mergers and

acquisition capability We manage the portfolio for high returns and to ensure geographic portfolio balance We
actively manage our portfolio with periodic divestments to high grade the portfolio We focus on basins or plays

where we have strategic competitive advantage and which we believe generate superior returns

Core operating areas are the onshore US DJ Basin and Marcellus Shale deepwater Gulf of Mexico offshore West

Africa and offshore Eastern Mediterranean As result of our continued exploration success we are focused on the

execution of significant portfolio of major development projects that will deliver visible growth including among
others the horizontal Niobrara in the DJ Basin and the Marcellus Shale onshore US Galapagos and Gunflint in the

deepwater Gulf of Mexico Tamar and Leviathan offshore Israel Aseng which commenced oil production in

November 2011 Alen and Diega offshore West Africa

Our major development projects typically offer long life sustained cash flows after investment and attractive financial

returns We maintain balanced portfolio between US and international assets and strive to maintain balanced

geographic and political risk profile We also maintain geographical diversity of production mix among crude oil US
natural gas and international natural gas

Current Business and Industry Environment The global economy continued to gain momentum during 2011 with

the US ending in slightly better position than the previous year China and other emerging markets continue to

maintain solid growth rates and contribute strongly to global commodity demand However the European economy
remains threatened by the Eurozone debt crisis and its effects on economic growth rates The global crude oil market

has generally been robust driven by increased demand in developing countries coupled with continued threats to the

global crude oil supply system and shrinking OPEC spare production capacity supporting oil price levels The global

LNG market has strengthened after the impact of the tsunami on Japans nuclear plants and the announced phase
out of German nuclear generation capacity In the US the application of horizontal drilling technology significantly

changed the natural gas markets resulting in an oversupply of natural gas and significantly lower Henry Hub spot

and forward prices Horizontal technology has also been applied to liquids oil and natural gas liquids plays and has

yielded significant growth in onshore US liquids production Crude oil transportation constraints in the US resulted in

disparity between WTI and Brent pricing and Brent pricing remains somewhat higher than WTI Third party service

costs face some inflationary pressures in response to robust US drilling activity

2011 Results Despite the uncertain economic situation 2011 was another strong year for Noble Energy as we
continued to lay the foundation for significant future growth from our major development projects while maintaining

our strong balance sheet and financial flexibility Our strategic entry into the Marcellus Shale Joint Venture

strengthens and rebalances our portfolio providing new material growth area which we believe will contribute to

future reserves production and cash flows The Marcellus Shale is low-cost natural gas play located near the

nations largest natural gas market The innovative structure of the joint venture with carried cost arrangement that

is suspended when natural gas prices decline to certain predetermined levels ensures economic alignment with our

partner at low natural gas prices

In the deepwater Gulf of Mexico we contributed to leading our industry back to work receiving the first post
moratorium drilling permit and had an exploration success at our Santiago prospect We are working to strengthen
the industry and our company by continuing to enhance safety processes and spill response through the

development of Safety and Environmental Management System SEMS in response to new workplace safety

rules We also have membership in Helix Energy Solutions Group an oil spill containment response group
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In Equatorial Guinea we brought our Aseng major development project online earlier than scheduled and 13% under

budget significantly adding to our liquids production which is sold at prices linked to Brent We continued to make

progress on our major development project Alen continued exploration activities offshore Cameroon and farmed into

significant acreage exploration position in Senegal/Guinea-Bissau

In the Eastern Mediterranean sales volumes increased as we continued to support the Israeli market as it

experienced interruptions in Egyptian gas supplies We made significant progress on our Tamar project which

remains on schedule and on budget with first sales targeted for second quarter 2013 We continued appraisal work at

the Leviathan discovery and made another significant natural gas discovery offshore Cyprus

Our 2011 financial results included the following

net income of $453 million as compared with $725 million for 2010

gain on divestitures of $25 million as compared with $1 13 million for 2010

asset impairment charges of $759 million as compared with $144 million for 2010

gain on commodity derivative instruments of $42 million including unrealized mark-to-market loss of $22

million as compared with $157 million gain on commodity derivative instruments including unrealized mark-

to-market gain of $70 million for 2010

diluted earnings per share of $2.54 as compared with $4.10 for 2010

cash flows provided by operating activities of $2.2 billion as compared with $1 .9 billion in 2010

capital spending on cash basis of $3.2 billion including $596 million for the Marcellus Shale asset

acquisition as compared with $2.3 billion in 2010 including $458 million for the DJ Basin acquisition

issuance of $850 million of 30-year unsecured notes and $1 billion of 10-year unsecured notes

new credit agreement providing $3 billion unsecured revolving credit facility replacing our $2.1 billion credit

facility

ending cash and cash equivalents balance of almost $1.5 billion at December 31 2011 as compared with

$1.1 billion at December 31 2010

total liquidity of $4.5 billion at December 31 2011 consisting of year-end cash balance plus funds available

under our credit facility as compared with $2.8 billion at December 31 2010 and

year-end ratio of debt-to-book capital of 38% as compared with 25% at December 31 2010

Significant operational highlights for 2011 included the following

Overall

total sales volumes of 222 MBoe/d 3% increase as compared with 2010 and

year-end proved reserves of 1.2 BBoe an increase ofll%fromyear-end 2010

Onshore United States

closed the Marcellus Shale Joint Venture which produced an average of 74 MMcf/d of natural gas net to our

interest in the fourth quarter of 2011

increased DJ Basin volumes to 66 MBoe/d in the fourth quarter of 2011 with horizontal production exiting the

quarter at 17 MBoe/d

drilled longest-ever horizontal Niobrara well in the DJ Basin with over 9100 foot lateral in the Wattenberg

field and

drilled and completed 64 horizontal wells in the DJ Basin Niobrara formation and added fifth rig to the

program

Deepwater Gulf of Mexico

announced Santiago discovery and increased the expected initial net production at the Galapagos project to

over 10 MBbI/d of crude oil and

received Gunflint drilling permit

International

startup of Aseng which exited the year producing 19 MBblld of crude oil net to our interest

world-class discovery offshore Cyprus

oil discovery at the Carla prospect in Block offshore Equatorial Guinea

sanctioned the development plan for the Noa project offshore Israel and drilled two development wells

natural gas sales in Israel of 173 MMcf/d net to our interest

completed transfer of assets and exit from Ecuador

completed seismic acquisition of 3-D data offshore Nicaragua and

successfully appraised the Leviathan discovery offshore Israel
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Acquisitions and Divestitures

Entry into Marcel/us Shale Joint Venture On September 30 2011 we entered an agreement with CONSOL to

jointly develop oil and gas assets in the Marcellus Shale areas of southwest Pennsylvania and northwest West

Virginia The Marcellus Shale Joint Venture strengthens and rebalances our portfolio providing new material

growth area which will contribute to future reserves production and cash flows This transaction complements and

further strengthens our US portfolio by adding high quality asset with substantial growth potential It significantly

increases our inventory of low risk repeatable projects while exposing us to more US unconventional resources The

Marcellus Shale Joint Venture combined with our other domestic projects in the DJ Basin and the deepwater Gulf of

Mexico provide balance to our rapidly expanding international programs

Under the terms of the agreement we acquired 50% interests in approximately 628000 net undeveloped acres
existing Marcellus Shale production and existing infrastructure for approximately $1.3 billion including post-closing

adjustments Payments will be made in three annual installments with the first installment made at closing We will

pay an additional $2.1 billion in the form of carry of CONSOLs drilling and completion costs The carry which we
expect to extend over approximately eight years or more is capped at $400 million annually and suspended if

average Henry Hub natural gas prices fall and remain below $4.00 per MMBtu for three consecutive months The

carry terms ensure economic alignment with our partner in periods of low natural gas prices Initially we will be the

designated operator of the wet-gas areas areas with more condensate or liquids and CONSOL will be the

designated operator of the dry-gas areas areas with little or no condensate or liquids

As result of this transaction we are now focusing on three core areas within the US the DJ Basin the Marcellus

Shale and the deepwater Gulf of Mexico We are also considering the divestiture of certain non-core onshore US
properties from our portfolio

Exit from Ecuador In 2010 the government of Ecuador terminated the Block PSC 100% working interest with our

subsidiary EDC Ecuador Ltd as we had not negotiated service contract on Block in accordance with the terms

of newly enacted hydrocarbon law The hydrocarbon law aimed to change current production-sharing arrangements
into service contracts and provided for renegotiation of certain contracts by November 23 2010 It also allows the

Ecuadorian government to nationalize oil and gas fields if private operator does not comply with local laws

In May 2011 we transferred our assets in Ecuador to the Ecuadorian government We received cash proceeds of

$73 million for the transfer of our offshore Amistad field assets onshore gas processing facilities and Block PSC
which was terminated by the government of Ecuador on November 25 2010 and the assignment of the Machala
Power electricity concession and its associated assets Our net book value for the assets had been reduced due to

previous impairment charges resulting in pre-tax gain of $25 million

DJ Basin Asset Acquisition In March 2010 we acquired substantially all of the US Rocky Mountain assets of Petro

Canada Resources USA Inc and Suncor Energy Natural Gas America Inc for total purchase price of $498
million The acquisition included properties located in the DJ Basin one of our core operating areas The acquisition

added approximately 46 MMBoe of proved reserves at closing date and approximately 10 MBoe/d to our daily

production base starting from the closing date and will provide significant growth potential Included in the purchase

were 323000 total net acres nearly 183000 of which are located in the DJ Basin

Onshore US Sale In August 2010 we closed the sale of non-core assets in the Mid-Continent and Illinois Basin

areas for cash proceeds of $552 million and recorded gain of $110 million The sale included approximately 32

MMBoe of proved reserves at closing date and approximately 5.7 MBoe/d of production

See Item Financial Statements and Supplementary Data Note Acquisitions and Divestitures and Note 12
Long-Term Debt

Sales Volumes On BOE basis total sales volumes were 3% higher in 2011 as compared with 2010 Our mix of

sales volumes was 39% global liquids 32% international natural gas with long-term pricing contracts and 29% US
natural gas In the US production was higher in the onshore areas due to record production in Wattenberg primarily

due to continued horizontal Niobrara field development and the addition of the Marcellus Shale production in the

fourth quarter of 2011 Additionally international oil production was higher due to Aseng commencing production in

November 2011

In Israel there was an increase in demand for natural gas to produce electricity due to disruptions with the Egyptian

imports during 2011 and warmer weather which led to higher percentage of the demand being met by production
from our properties

Commodity Price Changes and Hedging Historically oil and gas prices have exhibited significant volatility The

liquids crude oil market remained relatively robust during 2011 benefiting from the continued global economic

recovery and continued threats to the global oil supply system However the domestic natural gas market continued

to weaken significantly primarily due to an abundant supply and above average levels of gas in storage US natural

gas prices remain volatile and prices are still significantly below the prices realized in 2007 2008 See Item

Selected Financial Data

To enhance the predictability of our cash flows and support our capital investment program we have hedged

portion of our expected global crude oil and natural gas production for 2012 We use mark-to-market accounting for
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our commodity derivative instruments and recognize all gains and losses on such instruments in earnings in the

period in which they occur Derivative gains and losses included in net income include both pre-tax realized gains and

losses and pre-tax unrealized non-cash gains or losses which are due to the change in the mark-to-market value of

our commodity contracts related to production in future periods Unrealized mark-to-market gains or losses

recognized in the current period will be realized in the future when they are cash settled in the month that the related

production occurs The amount of gain or loss actually realized may be more or less than the amount of unrealized

mark-to-market gain or loss previously reported The use of mark-to-market accounting adds volatility to our net

income See Item Financial Statements and Supplementary Data Note 10 Derivative Instruments and Hedging

Activities

Asset Impairment Charges During 2011 we recorded impairment charges of $759 million mainly related to our

onshore US assets The significant decline in spot and five-year forward natural gas prices approximately 17% over

the five-year forward period during the fourth quarter of 2011 was the major triggering event for most of these

impairments Field performance issues also contributed to impairments See Item Financial Statements and

Supplementary Data Note Asset Impairments

OPERATING OUTLOOK

2012 Outlook We remain hopeful for continued recovery of the global economy however we continue to monitor

the outlook for the global economy and numerous critical factors including the Chinese economic growth rates the

European debt crisis and its potential impacts on global economic growth and the banking and financial sectors the

US federal budget deficit situation and commodity prices We expect crude oil prices to remain at or above current

levels as long as the global economic recovery continues OPEC spare production capacity shrinks as percentage

of global oil demand and threats remain to the global crude oil supply system Disruption to the global oil supply

system could trigger volatility and price spikes with resulting economic shocks which ultimately lead to demand

destruction and price declines We also expect US natural gas prices to remain low as long as the US drilling rig

count remains near current levels storage remains at high levels and production growth continues Because the

global economic outlook and commodity price environment are uncertain we have built strong liquidity position to

ensure financial flexibility and planned flexible capital spending program which will support both major project

development and exploration activities in volatile commodity price environment See 2012 Capital Investment

Program below

2012 Production Our expected crude oil natural gas and NGL production for 2012 may be impacted by several

factors including

overall level and timing of capital expenditures which as discussed below and dependent upon our drilling

success are expected to maintain our near-term production volumes

timing of major development project completion and initial production

ongoing development activity in the Wattenberg area and horizontal drilling in the Niobrara formation in the DJ

Basin

ramp-up of development activity in the Marcellus Shale

natural field decline in the deepwater Gulf of Mexico Gulf Coast and Mid-Continent areas of our US

operations in the North Sea and the Man-B field in Israel See Items and Business and Properties

Delivery Commitments

variations in sales volumes of natural gas from the Alba field in Equatorial Guinea related to potential

downtime at the methanol LPG and/or LNG plants

Israeli demand for electricity which affects demand for natural gas as fuel for power generation market growth

and competing deliveries of natural gas from Egypt and commencement of production from the Noa field and

Pinnacles project if approved by partners as expected offshore Israel

variations in West Africa and North Sea sales volumes due to potential FPSO downtime and timing of liftings

potential hurricane-related volume curtailments in the deepwater Gulf of Mexico and Gulf Coast areas

potential winter storm-related volume curtailments in the Rocky Mountain and/or Marcellus Shale areas of our

US operations

potential pipeline and processing facility capacity constraints in the Rocky Mountain and/or Marcellus Shale

areas of our US operations

potential drilling and/or hydraulic fracturing permit delays due to future regulatory changes

potential purchases of producing properties and/or divestments of non-core operating assets and

potential shut-in of US producing properties if storage capacity becomes unavailable

2012 Capital Investment Program Our total capital investment program for 2012 is estimated at $3.5 billion The

capital investment program allocates approximately 51% to onshore US 7% for deepwater Gulf of Mexico 22% to

the Eastern Mediterranean 14% to West Africa and 6% to corporate and other Exploration and appraisal activity

within these geographic areas is expected to receive 16% of total capital
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We expect that the 2012 capital investment program will be funded from cash flows from operations cash on hand
and borrowings under our revolving credit facility and/or other financing such as an issuance of long-term debt

Funding may also be provided by proceeds from divestment of non-core onshore US assets See Liquidity and

Capital Resources Financing Activities

We will evaluate the level of capital spending and remain flexible throughout the year based on the following factors

among others

commodity prices including price realizations on specific crude oil and natural gas production including the

impact of NGLs
cash flows from operations

operating and development costs and possible inflationary pressures

permitting activity in the deepwater Gulf of Mexico

drilling results

property acquisitions and divestitures

availability of financing

potential legislative or regulatory changes regarding the use of hydraulic fracturing

potential changes in the fiscal regimes of the US and other countries in which we operate and

impact of new laws and regulations including implementation of the Dodd-Frank Act on our business

practices

Exploration Program We have significant future exploration potential primarily in the onshore US deepwater Gulf

of Mexico offshore West Africa Eastern Mediterranean and other international areas where we hold
acreage

positions As of January 2012 we have returned to drilling at the Leviathan-i well which was suspended during

2011 in order to evaluate additional intervals for the existence of other hydrocarbons Results from the deeper tests

which have low chance of success are expected the first half of 2012

We recently resumed appraisal drilling at Gunflint in the deepwater Gulf of Mexico In addition we are planning
further exploratory drilling in the Gulf of Mexico offshore West Africa and in the Eastern Mediterranean

Exploration activity particularly offshore requires significant capital investment We do not always encounter

commercially productive reservoirs through our drilling operations and as result could incur significant dry hole

cost We are planning an active exploratory drilling program in 2012 As result dry hole cost could be significant

Major Development Project Inventory Our current inventory of major development projects includes the

horizontal Niobrara Marcellus Shale Galapagos Tamar Alen Diega Gunflint Leviathan and other West Africa gas
projects These projects will require significant capital investments For example total development costs for the first

phase of the Tamar natural gas project are estimated at $3.0 billion $1.1 billion for our share

As noted above we expect to spend substantial amounts on our major development projects in 2012 We plan to

fund these projects from cash flows from operations cash on hand and borrowings under our revolving credit
facility

and/or other financing We commenced oil production from the first of our major projects Aseng in November 2011

and ahead of the original schedule First production from our remaining major offshore development projects is

targeted to occur when Galapagos begins to produce in the second quarter of 2012 and Tamar begins to produce in

second quarter 2013 Once these two major projects begin producing along with Aseng we expect to begin

generating sufficient amounts of cash flow to self-fund the remaining discovered major projects investments

As operator on the majority of our development projects we pay gross joint venture expenses and make cash calls

on our nonoperating partners for their respective shares of joint venture costs These projects are capital cost

intensive and nonoperating partner may experience delay in obtaining financing for its share of the joint venture

costs In addition some of our joint venture partners including our partners in our Eastern Mediterranean projects

may not be as creditworthy as we are and may experience liquidity problems This could result in delay in our

receiving reimbursement of joint venture costs and increases our counterparty credit risk See Item 1A Risk Factors

Failure to effectively execute our major development projects could result in significant delays and/or cost over

runs damage to our reputation limitations on our growth and negative effects on our operating results liquidity and

financial position and we are exposed to counterparty credit risk as result of our receivables hedging transactions
and cash investments

Potential for Future Asset Impairments The US natural gas market remains weak further decrease in forward

natural gas prices during 2012 could result in impairment charges Certain of our onshore US properties have

significant natural gas reserves and therefore are sensitive to declines in natural gas prices These assets which

have combined net book value of approximately $1.0 billion at December 31 2011 are at risk of impairment if

future NYMEX Henry Hub natural gas prices experience further decline The cash flow model that we use to assess

proved properties for impairment includes numerous assumptions such as managements estimates of future oil and

gas production market outlook on forward commodity prices operating and development costs and discount rates

All inputs to the cash flow model must be evaluated at each date of estimate However decrease in forward natural

gas prices alone could result in an impairment of properties that are sensitive to declines in natural gas prices

significant drop in global oil prices may also trigger impairment See Item 1A Risk Factors Crude oil and natural

gas prices are volatile and substantial reduction in these prices could adversely affect our results of operations and
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the price of our common stock See Item Financial Statements and Supplementary Data Note Asset

Impairments

Potential Changes in Fiscal Regimes and Market Regulations Future economic and political changes in the US

or other countries in which we operate could result in governments enacting additional taxes and/or other market

interventions which could be detrimental to oil and gas companies Any such changes could have an adverse effect

on our financial position results of operations and cash flows

During 2011 fiscal regime changes occurred in both Israel and the UK See Item Financial Statements and

Supplementary Data Note 13 Income Taxes

See also Item 1A Risk Factors Our operations maybe adversely affected by changes in the fiscal regimes and

government policies and regulation of oil and gas development in the countries in which we operate for discussion

of the American Jobs Act and the Israeli Interministerial Committee

Climate Change Climate change has become the subject of an important public policy debate While climate

change remains complex issue scientific research suggests that an increase in greenhouse gas emissions GHGs
may pose risk to society and the environment During 2011 the United Nations-sponsored Intergovernmental Panel

on Climate Change scientific body which provides an assessment of the risk of climate change issued its Special

Report on Managing the Risks of Extreme Events and Disasters to Advance Climate Change Adaptation in which it

concluded that it is likely that climate change is fuelling extreme weather and predicted that there will be an escalation

of impacts on people and economies

The oil and natural gas exploration and production industry is source of certain GHGs namely carbon dioxide and

methane and future restrictions on the combustion of fossil fuels or the venting of natural gas could have significant

impact on our future operations We are actively monitoring the following climate change related issues

Impact of Legislation and Regulation The commercial risk associated with the exploration and production of fossil

fuels lies in the uncertainty of government-imposed climate change legislation including cap and trade schemes and

regulations that may affect us our suppliers and our customers The cost of meeting these requirements may have

an adverse impact on our financial condition results of operations and cash flows and could reduce the demand for

our products

Climate change legislation and regulations have been adopted by many foreign countries and states in the US

however legislation and regulations have not been enacted in all of the foreign countries where we operate or at the

federal level in the US Due to the current global economic environment and debt crisis many countries are facing

pressure to reduce spending or implement austerity measures This could result in the diverting of attention away

from the environmental agenda as well as limited financial resources available for spending on environmental

policies The status of development of many state and federal climate change regulatory initiatives in areas where we

operate makes it difficult to predict with certainty the future impact on us including accurately estimating the related

compliance costs that we may incur

The EPA issued regulations requiring monitoring and reporting of GHG emissions from petroleum and natural gas

systems This action does not require control of GHGs However the EPA has indicated that it will use data

collected through the reporting rules to decide whether to promulgate future GHG limits These and other US and

other international regulations may affect our operations by potentially increasing operating costs for maintaining our

facilities compliance costs for managing new GHG regulatory programs and capital costs for installing new GHG

emission controls

Impact of International Accords The Kyoto Protocol to the United Nations Framework Convention on Climate

Change Protocol went into effect in February 2005 and required all industrialized nations that ratified the Protocol to

reduce or limit GHG emissions to specified level by 2012 The US did not ratify the Protocol

In December 2011 the annual conference of parties reconvened in Durban South Africa to continue pursuing the

global accord committing countries to cut GHG emissions The parties including both developed and developing

countries renewed the Protocol and committed to work on an agreement that would be legally binding on all parties

to be written by 2015 and to come into force after 2020

While no specific new international climate change accord has been adopted that would affect our operating

locations the current state of development of many initiatives makes it difficult to assess the timing or effect of any

pending discussions of future accords or predict with certainty the future costs that we may incur in order to comply

with future international treaties or regulations
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Indirect Consequences of Regulation or Business Trends We believe there are both risks and opportunities arising

from the global response to potential climate change See Items and Business and Properties Regulations and

the following risk factors listed in Item 1A Risk Factors

We are subject to increasing governmental regulations and environmental requirements that may cause us to

incur substantial incremental costs and

The adoption of GHG emission or other environmental legislation could result in additional operating costs

create delays in our obtaining air pollution permits for new or modified facilities and reduce demand for the

crude oil and natural gas we produce

In terms of opportunities the regulation of GHGs and introduction of formal technology incentives such as enhanced

oil recovery carbon sequestration and low carbon fuel standards could benefit us in variety of ways

First approximately 61% of our 2011 total sales volume were natural gas GHG emissions regulation could reduce

the demand for the crude oil we produce At the same time the burning of natural gas produces lower levels of

emissions than other readily available fossil fuels such as oil and coal Therefore the use of natural gas may increase

should the use of other fossil fuels decrease due to GHG emissions regulation

The 2011 incident at the Fukushima nuclear plant in Japan has re-opened debate about the future of nuclear power

as an alternative to fossil fuels and public concern about nuclear safety has been heightened In response Germany
Japan and other nations have announced future shutdowns of nuclear plants and/or moratoria on future nuclear

plant construction resulting in increased demand for alternate fuel sources including natural gas for power

generation

Furthermore should renewable resources such as wind or solar power become more prevalent natural gas-fired

electric plants may provide an alternative backup to maintain consistent electricity supply

Second market-based incentives for the capture and storage of carbon dioxide in underground reservoirs

particularly in oil and natural gas reservoirs could benefit us through the potential to obtain GHG allowances or

offsets from or government incentives for the sequestration of carbon dioxide

Finally as the EPAs new GHG standards for light duty vehicles became effective in 2011 natural gas may prove to

be more attractive transportation fuel This may increase the market demand for natural gas

Physical Impacts of Climate Change on our Costs and Operations There has been public discussion that climate

change may be associated with extreme weather conditions such as more intense hurricanes thunderstorms

tornados and snow or ice storms as well as rising sea levels Extreme weather conditions limit our production and

increase our costs and damage resulting from extreme weather may not be fully insured However at this time we

are unable to determine the extent to which climate change may lead to increased storm or weather hazards affecting

our operations particularly our offshore operations and our onshore US operations in the DJ Basin and Marcellus

Shale See Item 1A Risk Factors The insurance we carry is insufficient to coverall of the risks we face which could

result in significant financial exposure

Recently Issued Accounting Standards Update See Item Financial Statements and Supplementary Data

Note Summary of Significant Account Policies

RESULTS OF OPERATIONS

Selected financial information is as follows

Year Ended Decerrber 31

2011 2010 2009

millions except per share

Total Revenues 3763 3022 2313

Total Operating Expenses 3023 2070 2371

Operating Income Loss 740 952 58
Total Other Income Expense 25 79 206

Income Loss Before Income Taxes 715 1031 264

NetlncomeLoss 453 725 131

Earnings Loss Per Share

Basic 257 4.15 0.75

Diluted 254 4.10 0.75
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Factors contributing to the decrease in income before income taxes in 2011 as compared with 2010 included the

following

$48 million increase in total production expense

$34 million increase in exploration expense

$82 million increase in DDA expense

$64 million increase in general and administrative expense

$88 million decrease in net gain on asset sales

$615 million increase in asset impairment charges and

$115 million decrease in gain on commodity derivative instruments

offset by

$741 million increase in total revenues due to higher commodity prices and higher sales volumes

Factors contributing to the increase in income loss before income taxes in 2010 as compared with 2009 included

the following

$709 million increase in total revenues due primarily to higher commodity prices

$460 million decrease in asset impairment charges

$91 million increase in net gain on asset sales and

$157 million mark-to-market gain on commodity derivative instruments as opposed to $110 million mark-to-

market loss in 2009
offset by

$45 million increase in total production expense

$101 million increase in exploration expense and

$67 million increase in DDA expense

See following discussion for explanation of year-to-year changes

Revenues

Oil Gas and NGL Sales An analysis of the factors contributing to the changes in revenues from sales of crude oil

natural gas and NGLs is as follows

Crude Oil Natural

Condensate Gas NGLs Total

millions

2009Sales Revenues 1261 701 98 2060

Changes due to

Increase in Sales Volurres 48 40 93

Increase in Sales Prices Before Hedging 447 129 65 641

Change in Arrounts Reclassified from AOCL 39 38

2OlOSales Revenues 1795 834 203 2832

Changes due to

Increase in Sales Volumes 55 21 79

Increase in Sales Prices Before Hedging 556 40 605

Change in Arrounts Reclassified from AOCL 19 20

2011 Sales Revenues 2373 899 264 3536
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Average daily sales volumes arid average realized sales prices were as follows

Sales Volurrs Average Realized Sales Prices

Crude Oil Natural Crude Oil Natural

Condensate Gas NGLs Total Condensate Gas NGLs

FvbI/d 1vTtfId MBbI/d MBoe/d Per Bbl lr lvf Bbl

Year Bided December 31 2011

United States 38 388 15 117 95.19 3.90 48.35

Equatorial Guinea 34 14 245 56 107.57 0.27

Israel 173 29 4.86

North Sea 112.97 8.11

China 106.19

Total Consolidated Operations 64 811 15 215 100.93 3.04 48.35

Equity Investees 108.76 72.71

Total 66 811 20 222 $101.13 3.04 $54.84

Year Bided December 31 2010

United States 39 400 14 119 75.03 4.17 $41.21

Equatorial Guinea 34 11 226 49 78.44 0.27

Israel 130 22 4.03

North Sea 10 11 80.24 5.35

Ecuador 25

China 75.15

Total Consolidated Operations 64 787 14 209 76.46 3.00 41.21

Equity Investees 77.98 53.68

Total 66 787 19 216 76.50 3.00 44.90

Year Bided December 31 2009

United States 37 397 10 113 55.19 3.61 27.96

Equatorial Guinea 34 14 239 54 55.94 0.27

Israel 114 19 3.47

North Sea 59.51 5.75

Ecuador 26

China 54.40

Total Consolidated Operations 62 781 10 202 55.76 2.54 27.96

Equity Investees 59.51 36.03

Total 64 781 16 210 55.87 2.54 31.20

Natural gas is converted on the basis of six Mcf of gas per one Bbl of oil equivalent This ratio reflects an energy content

equivalency and not price or revenue equivalency Given commodity price disparities the price for Bbl of oil equivalent for

natural gas is significantly less than the price for Bbl of oil

Average realized crude oil and condensate prices reflect reductions of $1.32 per Bbl for 2010 and $2.13 per Bbl for 2009 from

hedging activities Average realized natural gas prices reflect decrease of $0.01 per Mcf for 2010 from hedging activities The

effect of hedging activities on the average realized natural gas price for 2009 was de minimis

The price reductions resulted from hedge gains and losses that had been previously deferred AOCL All hedge gains or losses

relating to US production had been reclassified to revenues by December 31 2010

Average realized crude oil and condensate prices reflect reduction of $5.57 per Bbl for 2009 from hedging activities

The price reduction resulted from hedge losses that had been previously deferred in AOCL All hedge gains or losses relating

to Equatorial Guinea production had been reclassified to revenues by December 31 2009

Natural gas from the Alba field in Equatorial Guinea is sold under contract for $0.25 per MMBtu to methanol plant an LPG

plant and an LNG plant The methanol and LPG plants are owned by affiliated entities accounted for under the equity method

of accounting

Our Block PSC was terminated by the Ecuadorian government on November 25 2010 Intercompany natural gas sales for

2010 and 2009 were eliminated for accounting purposes Electricity sales through May 2011 are included in other revenues

See Item Financial Statements and Supplementary Data Note Acquisitions and Divestitures

Volumes represent sales of condensate and LPG from the Alba Plant in Equatorial Guinea See Income from Equity Method

Investees below
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If the realized gains and losses on commodity derivative instruments which are included in gain loss on commodity

derivative instruments in our consolidated statements of operations had been included in oil and gas revenues the

effect on average realized prices would have been as follows

ConTroditv Rice Increase Decrease

Year Ended Decerrber 31

2011 2010 2009

Crude Oil Natural Crude Oil Natural Crude Oil Natural

Condensate Gas Condensate Gas Condensate Gas

FŁr Bbl Fr Mcf Bbl Fr Mcf Fr BbI lrMcf

United States 3.22 0.77 0.65 0.76 12.26 1.73

Equatorial Guinea 3.41 15.36

Total Consolidated Operations 1.89 0.37 1.00 0.40 10.86 0.91

Total 1.84 0.37 0.97 0.40 10.55 0.91

Crude Oil and Condensate Sales Revenues from crude oil and condensate sales increased by net $578 million

or 32% in 2011 as compared with 2010 due to the following

32% increase in total consolidated average realized prices due to increased demand resulting from the

global economic recovery

higher sales volumes in the DJ Basin including 21% increase in Wattenberg sales volumes attributable to

the continued acceleration of our horizontal Niobrara project and

higher sales volumes in Equatorial Guinea due to higher number of liftings
from our Alba field and due to

the commencement of oil production at Aseng which impacted our sales volumes by approximately MBbl/d

in the fourth quarter

partially offset by

decrease in onshore US volumes due to the divestment of non-core oil assets

decrease in deepwater Gulf of Mexico volumes due to natural field decline and third party downstream

facility constraints and

decrease in North Sea volumes due to downtime in the Dumbarton field for GP Ill FPSO maintenance

Revenues from crude oil and condensate sales increased by net $534 million or 42% in 2010 as compared with

2009 due to the following

37% increase in total consolidated average realized prices due to increased demand resulting from the

global economic recovery

increased production due to ongoing development activity in the DJ Basin including the horizontal Niobrara

drilling program

additional production from the DJ Basin asset acquisition in March 2010

crude oil production from Swordfish side track oil well that commenced production first quarter 2010

renewed production from Ticonderoga in the deepwater Gulf of Mexico which was off-line first quarter 2009

as result of hurricane damage to third-party processing and pipeline facilities and

an increase in North Sea sales volumes primarily as result of increased deliverability at the Dumbarton

complex which included the addition of two Lochranza wells in 2010

partially offset by

decrease in onshore US volumes due to the divestment of non-core crude oil producing assets

decrease in deepwater Gulf of Mexico volumes due to natural field decline and third party downstream

facility constraints

decrease in onshore US volumes due to natural field decline in the Mid-Continent and Gulf Coast areas

and

decrease in Equatorial Guinea sales volumes due to the planned shut-down of the Alba field for facilities

maintenance and repair during 2010 and the timing of liftings

Revenues from crude oil and condensate sales included deferred losses of $19 million in 2010 and $58 million in

2009 reclassified from AOCL related to commodity derivative instruments previously accounted for as cash flow

hedges As of December 31 2010 there were no further amounts related to commodity derivative instruments

remaining to be reclassified from AOCL to crude oil revenues See Item Financial Statements and Supplementary

Data Note 10 Derivative Instruments and Hedging Activities
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Natural Gas Sales Revenues from natural gas sales increased by net $65 million or 8% in 2011 as compared
with 2010 due to the following

higher natural gas prices in Israel which benefit from strong global liquids markets

an increase in Israel sales volumes due to an increase in demand for our natural gas driven by higher

electricity production and lower levels of competitor natural gas imports from Egypt

higher sales volumes in the DJ Basin including 10% increase in Wattenberg sales volumes attributable to

the continued acceleration of our vertical and horizontal Niobrara drilling programs in the Wattenberg area

sales volumes from Marcellus Shale producing properties which we acquired September 30 2011 and which

added 19 MMcf/d to our 2011 sales volumes and

higher sales volumes in Equatorial Guinea as compared with 2010 during which time the Alba field

experienced planned shut-down for facilities maintenance and repair

partially offset by

decrease in US realized natural gas prices which declined during 2011 primarily due to oversupply

decrease in onshore US sales volumes due to the sale of certain non-core Oklahoma and Illinois Basin

assets in 2010 and

natural field decline in the deepwater Gulf of Mexico Gulf Coast and Mid-Continent areas

Revenues from natural gas sales increased by net $133 million or 19% in 2010 as compared with 2009 due to the

following

an increase in total consolidated and US average realized prices due to increased demand resulting from

the economic recovery

an increase in Israel average realized prices under the terms of natural gas sales contract entered into in

the third quarter of 2009
increased production due to ongoing development activity in the DJ Basin including the horizontal Niobrara

drilling program

additional production from the DJ Basin asset acquisition in March 2010 and

an increase in Israel sales volumes due to an increase in demand for our natural gas driven by increased

electricity production due to warmer weather and lower levels of competitor natural gas imports from Egypt

partially offset by

decrease in Equatorial Guinea sales volumes due to the planned shut-down of the Alba field for facilities

maintenance and repair and

natural field decline in the deepwater Gulf of Mexico Gulf Coast and Mid-Continent areas

Revenues from natural gas included deferred loss of $1 million in 2010 reclassified from AOCL related to

commodity derivative instruments previously accounted for as cash flow hedges The effect of hedging activities for

2009 was de minimis As of December 31 2010 there were no further amounts related to commodity derivative

instruments remaining to be reclassified from AOCL to natural gas revenues See Item Financial Statements and

Supplementary Data Note 10 Derivative Instruments and Hedging Activities

NGL Sales Most of our US NGL production is from the Wattenberg area and deepwater Gulf of Mexico NGL sales

revenues increased $61 million or 30% during 2011 as compared with 2010 due to higher realized prices and

slight increase in sales volumes due to ongoing development in the DJ Basin

NGL sales revenues increased $105 million during 2010 as compared with 2009 due to an increase in sales volumes

from ongoing development activity in the DJ Basin including our horizontal Niobrara drilling program as well as an

increase in consolidated average realized prices which benefited from increased demand resulting from the global

economic recovery

Income from Equity Method Investees We have 45% interest in AMPCO which owns and operates methanol

plant and related facilities and 28% interest in Alba Plant which owns and operates an LPG processing plant Both

plants and related facilities are located onshore Bioko Island in Equatorial Guinea We also have 50% interest in

CONE Gathering LLC CONE which owns and operates natural gas gathering facilities servicing our joint venture

properties in the Marcellus Shale We account for investments in entities that we do not control but over which we
exert significant influence using the equity method of accounting
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Our share of operations of equity method investees was as follows

Year Ended Decenter 31

2011 2010 2009

Net Income in millions

AMPCO and Affiliates 68 29 18

Alba Rant 125 89 66

CONE

Dividends in millions

AMPCO and Affiliates 86 44 29

Alba Rant 139 95 63

Sales Volumes

Methanol Mvgal 155 129 145

Condensate MBblJd

LMBbl/d
Average Realized Prices

Methanol per gallon 1.05 0.84 0.60

Condensate per Bbl 108.76 77.98 59.51

LPG per Bbl 72.71 53.68 36.03

AMPCO and Affiliates Net income from AMPCO and affiliates increased in 2011 as compared with 2010 due to

increases in average realized methanol prices due to global economic recovery and increases in methanol sales

volumes as compared with 2010 when the plant experienced down time related to major turnaround

Net income from AMPCO and affiliates increased in 2010 as compared with 2009 due to an increase in average

realized methanol prices from increased demand due to the global economic recovery During fourth quarter 2010

the methanol plant successfully completed major turnaround in 31 days Production resumed on October 30 2010

Alba Plant Net income from Alba Plant increased in 2011 as compared with 2010 due to increases in average

realized condensate and LPG prices due to global economic recovery

Net income from Alba Plant increased in 2010 as compared with 2009 due to an increase in average realized

condensate and LPG prices from increased demand due to the global economic recovery

CONE Gathering LLC Under the terms of the gathering and marketing agreement that we entered into with CONE
we will pay CONE minimum annual revenue commitment MARC The fee will be adjusted annually based on

projected gathering volumes operating expenses capital expenditures and other factors See Item Financial

Statements and Supplementary Data Note Acquisitions and Divestitures

Other Revenues Other revenues were as follows

Year Ended Decerrber 31
2011 2010 2009

mi/lions

Other Revenues 32 72 169

Other revenues include electricity sales and other revenue items See Item Financial Statements and

Supplementary Data Note Additional Financial Statement Information

Operating Costs and Expenses Operating costs and expenses were as follows

Inc Dec Inc Dec
from Prior from Prior

2011 Year 2010 Year 2009

millions

Production Expense 618 8% 570 9% 525

Exploration Expense 279 14% 245 70% 144

Depreciation Depletion and Arnjrtization 965 9% 883 8% 816

General and Adrrinistrative 341 23% 277 17% 237

Gain on Divestitures 25 78% 113 414% 22
Asset lrrpairrrents 759 427% 144 76% 604

Other Operating Expense Net 86 34% 64 4% 67

Total $3023 46% $2070 13% $2371

Changes in operating costs and expenses are discussed below
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Production Expense Components of production expense were as follows

Total per United Equatorial North Other Intl

BOE States Guinea Sea Corporate1Total Israel

millions except per unit

Year Ended December 31 2011

Lease Operating Expense 5.07 397 254 53 12 51 27

Production and Ad ValoremTaxes 1.86 146 102 44

Transportation Expense 0.97 75 65

Total Production Expense 7.90 618 421 53 12 58 74

Total Production Expense per BOE 7.90 9.85 2.64 1.16 $17.17 N/M

Year Ended December 31 2010

Lease Operating Expense 4.93 376 258 43 47 19

Production and Ad Valorem Taxes 1.64 125 103 22

Transportation Expense 0.91 69 59

Total Production Expense 7.48 570 420 43 55 43

Total Production Expense per BOE 7.48 9.69 2.38 1.15 $13.37 NIIM

Year Ended December 31 2009

Lease Operating Expense 5.05 372 258 45 43 17

Production and Ad Valorem Taxes 1.28 94 81 13

Transportation Expense 0.80 59 52

Total Production Expense 7.13 525 391 45 47 33

Total Production Expense per BOE 7.13 9.51 2.30 1.36 $17.50 N/M

N/M Amount is not meaningful See below

Other international includes China and unallocated expenses incurred at the corporate level

Lease operating expense includes oil and gas operating costs labor fuel repairs replacements saltwater disposal and other

related lifting costs and workover and repair expense

Consolidated unit rates exclude sales volumes and costs attributable to equity method investees

Lease Operating Expense Lease operating expense increased in 2011 as compared to 2010 due to the following

higher US sales volumes from the DJ Basin due to ongoing development activities

higher sales volumes in Equatorial Guinea and Israel as discussed above

higher operating costs associated with the Aseng field which began producing in November 2011 and

higher operating costs at the North Sea Dumbarton field related to maintenance at the GP Ill FPSO
offset by

the sale of certain Oklahoma and Illinois Basin assets in 2010 which had higher lease operating costs

Lease operating expense was flat in 2010 as compared with 2009 Changes included following

an increase in US sales volumes due to ongoing development activity in DJ Basin including horizontal

drilling in the Niobrara formation

an increase in US production volumes due to the DJ Basin asset acquisition and

an increase in North Sea lease operating expense due to higher sales volumes

offset by

decrease in Equatorial Guinea lease operating expense due to the planned shut-down of the Alba field for

facilities maintenance and repair and

the sale of non-core assets in the Mid-Continent and Illinois Basin areas which had higher lease operating

costs

Production andAd Valorem Tax Expense In the US the sale of certain non-core Oklahoma and Illinois Basin assets

in 2010 and natural field decline in the Mid-Continent area resulted in decrease in production and ad valorem taxes

in 2011 as compared with 2010 This decrease was offset by higher production and ad valorem taxes in the DJ Basin

due to increased production volumes and higher sales prices Production and ad valorem tax expense for 2011

increased in China as compared with 2010 due to higher sales prices

Production and ad valorem tax expense for 2010 increased as compared with 2009 due to higher commodity prices

Transportation Expense Transportation expense increased in 2011 as compared with 2010 due to higher sales

volumes in the DJ Basin and new production from our Marcellus Shale producing properties acquired on September

30 2011 offset by lower transportation expense in the deepwater Gulf of Mexico due to declining production

Transportation expense increased in 2010 as compared with 2009 due to an increase in crude oil and condensate

production in the DJ Basin and the use of new interstate crude oil transportation pipeline system to market

production
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Unit Rate Per BOE The unit rate of total production expense per BOE increased for 2011 as compared with 2010

primarily due to higher production tax rates on certain onshore US and China production transportation charges

related to Marcellus Shale producing properties and the startup of the Aseng field

The unit rate of total production expense per BOE increased for 2010 as compared with 2009 primarily due to

increases in production and ad valorem taxes and transportation expense

Oil and Gas Exploration Expense Exploration expense was as follows

Total States

millions

Year Ended December 31 2011

Dry Hole Expense 105 46 59

Seisrric 63 33 25

Staff Expense 96 22 64

Other 15 15

Total Exploration Expense 279 116 67 89

Year Ended December 31 2010

Dry Hole Expense 58 54

Seisnic 102 51 11 35

Staff Expense 69 10 48

Other 16 15

Total Exploration Expense 245 130 14 13 85

Year Ended December 31 2009

Dry Hole Expense

Seisrric 62 47 15

Staff Expense 65 13 10 39

Other

Total Exploration Expense 144 74 13 16 39

West Africa includes Equatorial Guinea Cameroon and Senegal/Guinea-Bissau

Eastern Mediterranean includes Israel and Cyprus

Other international corporate includes China and various international new ventures such as offshore Nicaragua and offshore

France

Oil and gas exploration expense for 2011 increased by $34 million or 14% as compared with 2010 US dry hole

expense was associated with the Rocky Mountain area and the Redrock exploration well in the deepwater Gulf of

Mexico which we decided not to pursue for development due to the significant decline in natural gas prices Dry hole

expense in West Africa related to the Kora-1 exploration well offshore Senegal/Guinea-Bissau and the Bwabe

exploration well offshore Cameroon which found noncommercial quantities of hydrocarbons Seismic expenditures

related to acquisition of seismic information for Wattenberg Rocky Mountain and deepwater Gulf of Mexico areas in

the US offshore Nicaragua offshore France and offshore Cyprus Increases in staff expense were due to new

ventures mainly offshore Nicaragua and offshore France

Oil and gas exploration expense for 2010 increased by $101 million or 70% as compared with 2009 US dry hole

expense was associated with the Double Mountain exploration well in the deepwater Gulf of Mexico which found

noncommercial quantities of hydrocarbons Seismic expenditures related to the Central Gulf of Mexico lease sale

and the acquisition of 3-D seismic information for offshore Israel Cameroon Nicaragua and France

Exploration expense included stock-based compensation expense of $1 million in 2011 $10 million in 2010 and $9

million in 2009

Eastern

United West rvediter

Africa ranean

North

Sea

Other Intl

Coroorate

63



Depreciation Depletion and Amortization Expense Depreciation depletion and amortization DDA expense

was as follows

Year Ended Decerrber 31

2011 2010 2009

millions except unit rate

United States 758 719 689

Equatorial Guinea 69 39 38

Israel 25 22 20

North Sea 87 64 34

Other International Corporate and Other 26 39 35

Total DDA Expense1 965 883 816

Unit Rate per BOE2 12.32 11.57 11.08

DDA expense includes accretion of discount on asset retirement obligations of $20 million in 2011 $17 million in 2010 and

$14 million in 2009

Consolidated unit rates exclude sales volumes and costs attributable to equity method investees

Total DDA expense increased for 2011 as compared with 2010 due to the following

higher sales volumes in the DJ Basin of our onshore US operations resulting from ongoing capital spending

higher sales volumes in Equatorial Guinea and the startup of the Aseng field which includes the Aseng

FPSO in its depreciation base

higher costs associated with development activities in China and

the impact of negative reserves revisions at December31 2011 due to revised performance expectations in

the North Sea and China

partially offset by

lower sales volumes in the deepwater Gulf of Mexico Gulf Coast and Mid-Continent areas of our US

operations resulting from natural field decline

Total DDA expense increased for 2010 as compared with 2009 due to the following

higher sales volumes in the DJ Basin Piceance Basin and Western Oklahoma areas of our US operations

which have higher DDA rates relative to sales volume from Equatorial Guinea and Israel

ongoing development activity in DJ Basin including horizontal drilling in the Niobrara formation and

higher sales volumes in the North Sea

partially offset by

lower DDA expense in the Mid-Continent area which has reduced net book value resulting from an

impairment recorded at the end of 2009 and

the cessation of DDA associated with assets sold or held-for-sale during the year

General and Administrative Expense General and administrative GA expense was as follows

Year Ended Decerrber 31

2011 2010 2009

GA Expense in rrillions 341 277 237

Unit Rate per BOE 4.35 3.63 3.22

Consolidated unit rates exclude sales volumes and costs attributable to equity method investees

GA expense increased for 2011 as compared with 2010 primarily due to additional expenses relating to personnel

office costs and information technology costs in support of our major development and exploration projects and

increased performance incentive compensation

GA expense increased for 2010 as compared with 2009 primarily due to additional expenses relating to personnel

and office costs in support of our major development projects and increased performance incentive compensation

GA expense is impacted by the number of stock-based awards the market price of our common stock and price

volatility all of which result in higher fair value of stock-based awards as calculated using the Black-Scholes-Merton

option pricing model GA included stock-based compensation expense of $42 million in 2011 $39 million in 2010

and $36 million in 2009 See Item Financial Statements and Supplementary Data Note 15 Stock-Based

Compensation
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Gain on Divestitures Gain on divestitures was as follows

Year Ended December 31

2011 2010 2009

millions

Net Gain on Divestitures 25 113 22

Gain on divestitures for 2011 includes $25 million gain on the transfer of assets and the associated PSC and

electricity concession to the Ecuadorian government See Item Financial Statements and Supplementary Data

Note Acquisitions and Divestitures

Gain on divestitures for 2010 includes $110 million gain on the sale of certain non-core assets in the Mid-Continent

and Illinois Basin areas Net gain on asset sales for 2009 includes $24 million gain on the sale of our Argentina

assets We sold our Argentina assets in 2008 however recognition of the gain on the sale was deferred until 2009

when the Argentine government approved the sale See Item Financial Statements and Supplementary Data

Note Acquisitions and Divestitures

Asset Impairments Asset impairment expense was as follows

Year Ended Decerrber 31

2011 2010 2009

millions

Asset Irrpairrrents 759 144 604

For information regarding asset impairment charges see Critical Accounting Policies and Estimates Impairment of

Proved Oil and Gas Properties and Other Investments and Impairment of Unproved Oil and Gas Properties below

and Item Financial Statements and Supplementary Data Note Asset Impairments

Other Operating Expense Net Other operating expense net was as follows

Year Ended December 31

2011 2010 2009

millions

Deepwater Gulf of xico Fvbratorium Expense 18 27

8ectricity Generation Expense 26 39 18

Write-down of SemCrude L.P Receivable 12

Loss on Involuntary Conversion

Other Net 38 37

Total 86 64 67

See Item Financial Statements and Supplementary Data Note Additional Financial Statement Information

Other Income Expense Other income expense was as follows

Year Ended December 31

2011 2010 2009

millions

Gain Loss on CornTodity Derivative Instrunents 42 157 110

Interest Net of Arrount Capitalized 65 72 84

Other Non-Operating lncorr Expense Net 12

Total 25 79 206

Gain Loss on Commodity Derivative Instruments We recognize all gains and losses on commodity derivative

instruments in earnings in the period in which they occur See Critical Accounting Policies and Estimates Derivative

Instruments and Hedging Activities below and Item Financial Statements and Supplementary Data Note 10
Derivative Instruments and Hedging Activities and Note 16 Fair Value Measurements and Disclosures

Interest Expense and Capitalized Interest Interest expense and capitalized interest were as follows

Year Ended December 31

2011 2010 2009

millions except per unit

Interest Expense 197 139 129

Capitalized Interest 132 67 45
Interest Expense Net 65 72 84

Unit Rate per BOE 0.83 0.94 1.13

Consolidated unit rates exclude sales volumes and costs attributable to equity method investees
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Interest expense prior to the reduction of capitalized interest increased $58 million in 2011 as compared with 2010

The increase in interest expense prior to the reduction of capitalized interest resulted from higher outstanding debt

balance during the period and the interest associated with our 2011 public debt issuances The higher rate on the

senior unsecured notes replaced the substantially lower rate applicable to our revolving credit facility which was

repaid with proceeds from our debt offering

The increase of $65 million in the amount of interest capitalized in 2011 compared to 2010 is due to higher work in

progress amounts related to major long-term projects in the deepwater Gulf of Mexico West Africa and Eastern

Mediterranean and higher weighted average interest rate due to our fixed rate senior unsecured note issuances in

2011 which impacted the average rate we pay on long-term debt

Interest expense prior to the reduction of capitalized interest increased $10 million from 2009 to 2010 due to the

higher interest rate associated with our $1 billion 81A% senior unsecured notes due March 2019 which were

outstanding for full 12 months in 2010 as compared with ten months in 2009 The increase in interest expense prior

to the reduction of capitalized interest was more than offset by an increase in the amount of interest capitalized due to

higher work in progress amounts related to major long-term projects in the deepwater Gulf of Mexico West Africa

and Israel

Interest is capitalized on exploration and development projects using an interest rate equivalent to the average rate

paid on long-term debt Capitalized interest is included in the cost of oil and gas assets and amortized with other

costs on unit-of-production basis The majority of the capitalized interest is related to long lead-time projects in the

deepwater Gulf of Mexico West Africa and Eastern Mediterranean See Item Financial Statements and

Supplementary Data Note Capitalized Exploratory Well Costs

Other Non-operating Income Expense Net Other non-operating income expense net includes deferred

compensation income expense interest income and other income expense net See Item Financial Statements

and Supplementary Data Note Additional Financial Statement Information

Deferred Compensation Income Expense We have assets and liabilities related to deferred compensation plan

The assets of the deferred compensation plan are held in rabbi trust and include shares of our common stock and

mutual fund investments At December 31 2011 approximately 49% of the market value of the assets in the rabbi

trust related to our common stock Increases in the market value of our common stock held in the trust result in the

recognition of deferred compensation expense Decreases in the market value of our common stock held in the trust

result in the recognition of deferred compensation income We recognized deferred compensation expense of $8

million in 2011 $15 million in 2010 and $23 million in 2009 See Item Financial Statements and Supplementary

Data Note 14 Benefit Plans

Interest Income Interest income includes $3 million in 2010 and $11 million in 2009 related to interest received on

the refund of deepwater Gulf of Mexico royalties

Income Tax Provision Benefit The income tax provision benefit was as follows

Year Ended Decerrber 31
2011 2010 2009

millions

lncon Tax Rovision Benefit 262 306 133

Effective Rate 37% 30% 50%

See Item Financial Statements and Supplementary Data Note 13 Income Taxes

PROVED RESERVES

We have historically added reserves through our exploration program development activities and acquisition of

producing properties See Items and Business and Properties Changes in proved reserves were as follows

Year Ended Decerrber 31
2011 2010 2009

MMBOE
Proved Reserves BeginningofYear 1092 820 864

Revisions of Revious Extirrtes 50 64
Extensions Discoveries and Other Additions 180 360 95

Purchase of neraIs in Race 68 47

Sale of Mnerals in Race 61
Roduction 81 79 77
Proved Reserves EndofYear 1209 1092 820
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Revisions Revisions of previous estimates represent changes in previous reserves estimates either upward

positive or downward negative resulting from new information normally obtained from development drilling and

production history or resulting from change in economic factors such as commodity prices operating costs or

development costs Revisions included the following

changes for the year ended December 31 2011 include negative revision of 28 MMBoe due primarily to

reclassifications of proved undeveloped reserves in Wattenberg that are no longer expected to be developed

within five years due to additional shifting of activity from vertical to horizontal development negative

revision of 10 MMBoe due to reduced activity assumptions for dry-gas properties onshore US as well as other

lesser revisions in various other areas related to well performance and changes in commodity prices

changes for the year ended December 31 2010 included positive revision of 43 MMBoe due to higher year-

end commodity prices negative revision of 30 MMBoe due to reclassifications of proved undeveloped

reserves to probable reserves as result of the SECs five year development rule negative revision of

MMBoe due to change in the likelihood that the Noa field offshore Israel will be pursued for development

and negative revision of MMBoe due to well performance and

changes for the year ended December 31 2009 included negative revision of 37 MMBoe due to

reclassifications of proved undeveloped reserves to probable reserves as result of the SECs new five year

development rule and 27 MMBoe due to lower natural gas prices partially offset by positive revisions due to

higher crude oil prices

Extensions Discoveries and Other Additions These are additions to proved reserves that result from

extension of the proved acreage of previously discovered reservoirs through additional drilling in periods subsequent

to discovery and discovery of new fields with proved reserves or of new reservoirs of proved reserves in old fields

Extensions discoveries and other additions included the following

changes for the year ended December 31 2011 included increases of 97 MMBoe in the onshore US primarily

associated with horizontal drilling in the DJ Basin and development activities in the Marcellus Shale 80

MMBoe at Tamar due to appraisal activities and MMBoe for other projects

changes for the year ended December 31 2010 included an increase of 48 MMBoe which were primarily

driven by the execution of low-risk development projects onshore in Wattenberg and the Rocky Mountain area

an increase of 286 MMBoe related to the initial recording of reserves for the Tamar field offshore Israel and an

increase of approximately 27 MMB0e related to the initial recording of reserves for the Alen field offshore

Equatorial Guinea and

changes for the year ended December 31 2009 included US additions of 67 MMBoe which were primarily

driven by the execution of low-risk development projects onshore in Wattenberg and the Piceance Basin as

well as from the sanctioning of the development plan for Galapagos in the deepwater Gulf of Mexico and

international additions of 28 MMBoe related primarily to the initial recording of reserves at the Aseng oil

project offshore Equatorial Guinea

We expect that significant portion of future reserves additions will come from our major development projects at the

DJ Basin Marcellus Shale Gunflint Alen Tamar and Leviathan and from new discoveries resulting from our active

exploration programs in the deepwater Gulf of Mexico and international locations We may also purchase proved

properties in strategic acquisitions See Operating Outlook Major Development Project Inventory above and

Liquidity and Capital Resources Acquisition Capital and Other Exploration Expenditures below

Purchase of Minerals in Place We occasionally enhance our asset portfolio with strategic acquisitions of

producing properties Purchases included the following

the Marcellus Shale asset acquisition in 2011 and

the DJ Basin asset acquisition in 2010

Sale of Minerals in Place We maintain an ongoing portfolio management program Sales included the following

the sale of non-core assets in the Mid-Continent and Illinois Basin areas in 2010

Sales of Minerals in Place also included reduction in natural gas reserves due to the Ecuadorian governments

termination of our Block PSC in November 2010 See Items and Business and Properties and Item

Financial Statements and Supplementary Data Note Acquisitions and Divestitures

Production See Results of Operations Revenues Oil Gas and NGL Sales above

See also Critical Accounting Policies and Estimates Reserves below and Item Financial Statements and

Supplementary Data Supplemental Oil and Gas Information Unaudited
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LIQUIDITY AND CAPITAL RESOURCES

Capital Structure/Financing Strategy

In seeking to effectively fund and monetize our major development projects we employ capital structure and

financing strategy designed to provide ample liquidity throughout the commodity price cycle Specifically we strive to

retain the ability to fund long-cycle multi-year capital-intensive development projects while also maintaining the

capability to execute robust exploration program and financially attractive periodic mergers and acquisitions activity

We endeavor to maintain an investment grade debt rating in service of these objectives We also utilize commodity
price hedging program to reduce commodity price uncertainty and enhance the predictability of cash flows along with

risk and insurance program to protect against disruption to our cash flows and operations

Traditional sources of our liquidity are cash on hand cash flows from operations and available borrowing capacity
under our credit facility During 2011 we strengthened our liquidity position with two public debt offerings Occasional

sales of non-core crude oil and natural gas properties as well as our periodic access to debt and capital markets may
also provide cash to support opportunities

Our financial capacity coupled with our balanced and diversified portfolio provides us with flexibility in our investment

decisions including execution of our major development projects and increased exploration activity

Marcel/us Shale Joint Venture On September 30 2011 we closed joint venture arrangement with subsidiary of

CONSOL Energy Inc See Item Financial Statements and Supplementary Data Note Acquisitions and

Divestitures and Note 12 Long-Term Debt

The transaction is structured in unique way from financial perspective We have spread the $1.3 billion acquisition

cost over three-year period beginning at closing The $2.1 billion CONSOL Carried Cost Obligation is expected to

extend at minimum over an eight-year period and is capped at $400 million in each calendar year and will be

suspended if average Henry Hub natural gas prices fall and remain below $4.00 per MMBtu in any three consecutive

month period and will remain suspended until average Henry Hub natural gas prices are above $4.00 per MMBtu for

three consecutive months The carry terms ensure economic alignment with our partner in periods of low natural gas
prices These conditions allow us to integrate new core area into our existing long range plan while maintaining our

strong balance sheet and financial flexibility We funded the initial cash payment with cash on hand and borrowings
under our credit facility and expect to fund the remaining installment payments and CONSOL Carried Cost Obligation
with cash on hand and our credit facility Targeted divestments of non-core assets may also be source of funding
At December 31 2011 the CONSOL Carried Cost Obligation was suspended See Off-Balance Sheet Arrangements
below

Information regarding cash and debt balances was as follows

Decenter 31

2011 2010 2009

millions except percentages

Cash and Cash Equivalents 1455 1081 1014

Anount Available to be Borrowed Under Credit
Facility 3000 1750 1718

Total Liquidity 4455 2831 2732

Total Debt 4495 2279 2045

Total Shareholders Equity 7265 6848 6157

Debt-to-Capital Ratio 38% 25% 25%

See Credit Facility below

Total debt includes Aseng FPSO lease obligation and remaining CONSOL installment payments and excludes unamortized

debt discount

We define our ratio of debt-to-book capital as total debt which includes long-term debt excluding unamortized discount the

current portion of long-term debt and short-term borrowings divided by the sum of total debt plus shareholders equity

Cash and Cash Equivalents We had approximately $1.5 billion in cash and cash equivalents at December 31 2011
compared with approximately $1.1 billion at December31 2010 At December 31 2011 our cash was primarily

denominated in US dollars and was invested in money market funds and short-term deposits with major financial

institutions Almost $800 million of this cash is attributable to our foreign subsidiaries and most would be subject to

US income taxes if repatriated We currently expect to use significant amount of this cash during 2012 to fund

international projects including the development of our properties in West Africa and the Eastern Mediterranean

Credit Facility On October 14 2011 we entered into Credit Agreement which provides for new $3.0 billion

unsecured revolving credit facility due October 14 2016 The new credit facility replaced the previous credit facility of

$2.1 billion due to mature December 2012 See Financing Activities New Credit Facility below

Derivative Instruments We use various derivative instruments in connection with anticipated crude oil and natural

gas sales to minimize the impact of product price fluctuations and ensure cash flow for future capital needs Such

instruments include variable to fixed price commodity swaps two and three-way collars and basis swaps We also
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use derivative instruments to manage interest rate risk by entering into forward contracts or swap agreements to

minimize the impact of interest rate fluctuations associated with fixed or floating rate borrowings

Commodity derivative instruments are recorded at fair value in our consolidated balance sheets and changes in fair

value are recorded in earnings in the period in which the change occurs As of December 31 2011 the fair value of

our commodity derivative assets was $47 million and the fair value of our commodity derivative liabilities was $83

million after consideration of netting agreements See Item Risk Factors Commodity and interest rate hedging

transactions may limit our potential gains and We are exposed to counterparty credit risk as result of our

receivables hedging transactions and cash investments

Current period settlements on commodity derivative instruments impact our liquidity since we are either paying cash

to or receiving cash from our counterparties If actual commodity prices are higher than the fixed or ceiling prices in

our derivative instruments our cash flows will be lower than if we had no derivative instruments Conversely if actual

commodity prices are lower than the fixed or floor prices in our derivative instruments our cash flows will be higher

than if we had no derivative instruments None of our counterparty agreements currently contain margin

requirements However see Item 1A Risk Factors Derivatives regulation included in current or proposed financial

legislation and rulemaking could impede our ability to manage business and financial risks by restricting our use of

derivative instruments as hedges against fluctuating commodity prices and interest rates

See Critical Accounting Policies and Estimates Derivative Instruments and Hedging Activities Item 7A Quantitative

and Qualitative Disclosures About Market Risk and Item Financial Statements and Supplementary Data Note 10

Derivative Instruments and Hedging Activities

European Debt Crisis The debt crisis is ongoing and continues to have negative impact on the European

economy with risks to the global banking system and overall global economy and financial system Some of our

commodity derivatives counterparties are international banks that are also lenders in our $3.0 billion New Credit

Facility These institutions could potentially be affected by the European debt crisis and be unable to participate in

our drawdowns We believe our current strong balance sheet and financial flexibility enhance our ability to react to

Eurozone events as they unfold See Item 1A Risk Factors Our operations may be adversely affected by the

European debt crisis

Insurance Recoveries In May 2011 we ended drilling operations at the Leviathan-2 appraisal well location offshore

Israel when we identified water flowing to the sea floor from the wellbore We are continuing to monitor the wellbore

and there are no indications of any hydrocarbons in the produced water Drilling did not reach the depth of the

targeted gas intervals discovered in the Leviathan-i well The incident was covered event under our well control

insurance At this time we expect to recover most of the costs from insurance subject to deductible We do not

expect any delays in the insurance claim recovery process to have significant impact on our cash flows or liquidity

See Item Financial Statements and Supplementary Data Note Additional Financial Statement Information

Accounts Receivable We have accounts receivable from sales of our crude oil natural gas and NGLs We also

have accounts receivable from joint venture partners for their share of expenses on joint venture projects for which

we are the operator Some of these parties are not as creditworthy as we are and may experience liquidity

problems We have obtained credit enhancements from some parties in the way of parental guarantees or letters of

credit including our largest crude oil purchaser however not all of our trade credit is protected through guarantees or

credit support Nonperformance by trade creditor or joint venture partner could result in losses We currently have

no significant collection issues with purchasers or joint venture partners See Item 1A Risk Factors We are

exposed to counterparty credit risk as result of our receivables hedging transactions and cash investments and

Item Financial Statements and Supplementary Data Note Allowance for Doubtful Accounts

Cash Flows

Summary cash flow information is as follows

Year Ended Decerrber 31

2011 2010 2009

millions

Total Cash Rovided By Used in

Operating Activities 2170 1946 1508

Investing Activities 3113 1779 1265

Financing Activities 1317 100 369

Increase Decrease in Cash and Cash Equivalents
374 67 126

Operating Activities Net cash provided by operating activities in 2011 increased $224 million or 12% as compared

with 2010 Sales revenues were higher due to increases in commodity prices and sales volumes

Net cash provided by operating activities in 2010 increased $438 million or 29% as compared with 2009 Sales

revenues were higher due to increases in commodity prices and sales volumes In addition we received refund of

deepwater Gulf of Mexico royalties and higher dividends from equity method investees
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Investing Activities The primary use of cash in investing activities is for capital spending which may be offset by

proceeds from property sales

Capital spending on cash basis totaled $3.2 billion in 2011 including $596 million spent on the Marcellus Shale

asset acquisition representing an increase of $847 million as compared with 2010 significant portion of the

spending was related to our major development projects We received $77 million total proceeds from asset

divestitures

Capital spending on cash basis totaled $2.3 billion in 2010 including $458 million spent on the DJ Basin asset

acquisition representing an increase of $1.1 billion as compared with 2009 significant portion of the spending was
related to our major development projects We received $564 million total proceeds from asset divestitures

In 2009 our capital spending including acquisitions totaled $1.3 billion We received net proceeds from property
sales of $3 million

Financing Activities Net cash provided by financing activities was $1.3 billion in 2011 Funds were provided by net

cash proceeds from the issuance of $850 million 6% senior notes $836 million and the issuance of $1 .0 billion

4.15% senior notes $992 million Also funds were provided by cash proceeds from and tax benefits related to the

exercise of stock options $53 million Funds were used for net repayments under our revolving credit facility $350
million We also used cash to settle an interest rate lock $40 million pay dividends on our common stock $143
million repurchase shares of our common stock $17 million and other $14 million

In 2010 net cash of $100 million was used in financing activities Funds were provided by cash proceeds from and
tax benefits related to the exercise of stock options $72 million Funds were used for net repayments under our

revolving credit facility $32 million We paid cash dividends on our common stock $127 million and repurchased

shares of our common stock $13 million

In 2009 net cash of $369 million was used in financing activities We received $989 million net proceeds from the

issuance of our 81h% senior notes Funds were also provided by cash proceeds from and tax benefits related to the

exercise of stock options $22 million We made net repayments of amounts outstanding under our revolving credit

facility $1.2 billion repaid an installment note $25 million and repurchased portion of our 71h% Senior

Debentures due August 12097 $4 million We also paid cash dividends on our common stock $126 million and

repurchased shares of our common stock $1 million

Acquisition Capital and Other Exploration Expenditures

Acquisition Capital and Other Exploration Expenditures Information for investing activities on an accrual basis is

as follows

Year Ended Decerrber 31

2011 2010 2009

millions

Acquisition Capital and Exploration Expenditures

Unproved Property Acquisition 982 305 92

Proved Property Acquisition 392 352

Exploration 493 343 242

Developnnt 2200 1520 881

Corporate and Other 196 121 102

Total $4263 $2641 1317

Other

lnvestrrent in uity thod Investee 69

Increase in FPSO Lease Obligation 66 266 29

Unproved property acquisition cost for 2011 includes $853 million related to our acquisition of 50% interest in Marcellus Shale

undeveloped leases $40 million related to our position offshore SenegallGuinea-Bissau the AGC Profound block $31 million

related to additional acreage in the DJ Basin and $58 million related to miscellaneous onshore US lease acquisitions

Unproved property acquisition cost for 2010 includes $146 million related to the DJ Basin asset acquisition $38 million for

deepwater Gulf of Mexico lease blocks and the remainder for other onshore US lease acquisitions primarily in Wattenberg
Unproved property acquisition cost for 2009 includes $56 million for deepwater Gulf of Mexico lease blocks and the remainder

primarily for other onshore US lease acquisition

Proved property acquisition cost for 2011 includes $386 million related to the Marcellus Shale asset acquisition Proved

property acquisition cost for 2010 includes $352 million related to DJ Basin asset acquisition

In connection with the Marcellus Shale Joint Venture we acquired 50% interest in CONE for $69 million in cash CONE was
formed for the purpose of owning and operating the existing gathering assets and constructing owning and operating all of the

additional gathering lines and related facilities that will be needed during the course of the Marcellus Shale development and
will be accounted for using the equity method

Relates to estimated construction progress to date on an FSPO to be used in the development of the Aseng field offshore

Equatorial Guinea The FPSO went into service during the fourth quarter of 2011

Total expenditures in 2011 increased as compared with 2010 due to major development project expenditures and the

Marcellus Shale asset acquisition In addition dry hole expense increased
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Total expenditures in 2010 doubled as compared with 2009 due to major development project expenditures and the

DJ Basin asset acquisition In addition seismic and dry hole expense increased

Asset Divestitures In 2011 we transferred our offshore Amistad field assets onshore gas processing facilities and

Block PSC as well as the Machala Power electricity concession and its associated assets to the Ecuadoriari

government for cash proceeds of $73 million In 2010 we sold certain non-core assets in the Mid-Continent and

Illinois Basin areas for cash proceeds of $552 million

Risk and Insurance Program

Our business is subject to all of the operating risks normally associated with the exploration production gathering

processing and transportation of crude oil and natural gas including hurricanes blowouts well cratering and fire any

of which could result in damage to or destruction of oil and natural gas wells or formations or production facilities

and other property and injury to persons As protection against financial loss resulting from many but not all of these

operating hazards we maintain insurance coverage including certain physical damage business interruption loss of

production employers liability comprehensive general liability and workers compensation insurance We maintain

insurance at levels that we believe are appropriate and consistent with industry practice and we regularly review our

potential risks of loss and the cost and availability of insurance and revise our insurance program accordingly

For example in certain international locations including Israel and Equatorial Guinea we carry business interruption

insurance for loss of revenue arising from physical damage to our facilities caused by fire and natural disasters The

coverage is subject to customary deductibles waiting periods and recovery limits

In the Gulf of Mexico we self-insure for windstorm exposure Our Gulf of Mexico assets are primarily subsea

operations therefore our windstorm exposure is limited In addition the cost of windstorm insurance continues to be

very expensive and coverage amounts are limited We believe it is more cost-effective for us to self-insure these

assets As result we are responsible for substantially all windstorm-related damages to our Gulf of Mexico assets

As is customary with industry practice oil and gas well owners generally indemnify drilling rig
contractors against

certain risks such as those arising from property and environmental losses pollution from sources such as oil spills

or contamination resulting from well blowout or fire or other uncontrolled flow of hydrocarbons Most of our US and

international drilling contracts contain such indemnification clauses In addition oil and gas well owners typically

assume all costs of well control in the event of an uncontrolled well We currently carry insurance protection for our

net share of any potential financial losses occurring as result of events such as the Deepwater Horizon Incident

This protection consists of $500 million of well control pollution cleanup and consequential damages coverage and

$326 million of additional pollution cleanup and consequential damages coverage which also covers third-party

personal injury and death Consequently if we were to experience an accident similar to the Deepwater Horizon

Incident our total coverage for cleanup and consequential damages would cover gross loss of at least $826 million

depending on our ownership interest and subject to reduction for claims related to well control and third-party

damages

We have contracts with third-party service providers to perform hydraulic fracturing operations for us The master

service agreements signed by hydraulic fracturing providers contain indemnification provisions similar to those noted

above Our
liability

insurance policies do not contain any specific exclusions for liabilities from hydraulic fracturing

operations and we believe our policies would cover third party claims related to hydraulic fracturing operations and

associated legal expenses in accordance with and subject to the terms of such policies

We expect the future availability and cost of insurance to be impacted by the various catastrophic events in 2010 and

2011 Impacts could include tighter underwriting standards limitations on scope and amount of coverage and

higher premiums and will depend in part on future changes in laws and regulations regarding exploration and

production activities in the Gulf of Mexico including possible increases in
liability caps for claims of damages from oil

spills We anticipate that ongoing changes in the types of coverage available in the insurance market may result in

lower effective coverages and/or the incurrence of higher premiums to achieve past levels of coverage

During 2010 various Congressional committees began pursuing legislation to increase or remove liability caps for

deepwater drilling The current $75 million liability
limit under the Oil Pollution Act may be materially increased or

lifted in its entirety Such requirement would ultimately require company to maintain either much higher level of

insurance coverage than was standard for the industry in the past or financial position large enough that

company could settle its own damage claims We continue to monitor the legislative and regulatory response to the

Deepwater Horizon Incident and other recent incidents and their impact on the insurance market and our overall risk

profile We anticipate that at minimum less effective liability coverage will be available at higher cost

Accordingly we may adjust our risk and insurance program to provide protection at insured levels that reflect our

perception of the cost of risk relative to frequency and severity of the exposure

Deepwater drilling entails inherent risks We have risk assessment program that analyzes safety and environmental

hazards and establishes procedures work practices training programs and equipment requirements including

monitoring and maintenance rules for continuous improvement We have robust prevention program and continue

to manage our risks and operations such that the likelihood of significant accident or spill is remote However if an

event occurs that is not covered by insurance or not fully protected by insured limits it could have material adverse
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impact on our financial condition results of operations and cash flows See Item 1A Risk Factors The insurance we

carry is insufficient to cover all of the risks we face which could result in significant financial exposure

We are member in Oil Insurance Limited OIL OIL is mutual insurance company which insures property

pollution liability control of well and other catastrophic risks See Contractual Obligations below for discussion of

our theoretical withdrawal premium liability

We maintain membership in Clean Gulf Associates CGA nonprofit association of production and pipeline

companies operating in the Gulf of Mexico See Items and Business and Properties Oil Spill Response
Preparedness

Financing Activities

Long-Term Debt Our long-term debt totaled $4.1 billion excluding the Aseng FPSO lease obligation at

December 31 2011 with maturities ranging from 2012 to 2097 Our principal source of liquidity is an unsecured

revolving credit
facility

that matures October 14 2016 Other than amounts drawn and repaid under our credit facility

we did not engage in any other short-term borrowing arrangements during 2010 or 2011

New Credit Facility On October 14 2011 we entered into Credit Agreement which provides for new $3.0 billion

unsecured revolving credit facility the New Credit Facility The New Credit Facility terminated and replaced our $2.1
billion credit facility maturing December 2012

The New Credit Facility provides for an initial commitment of $3.0 billion with an option to increase the overall

commitment amount by up to an additional $1.0 billion subject to the consent of any increasing lenders ii will

mature on October 14 2016 iii provides for
facility

fee rates that range from 12.5 basis points to 30 basis points per
year depending upon our credit rating iv includes sub-facilities for short-term loans and letters of credit up to an

aggregate amount of $500 million under each sub-facility and provides for interest rates that are based upon the
Eurodollar rate plus margin that ranges from 100 basis points to 145 basis points depending upon our credit rating

At December 31 2011 there were no borrowings outstanding under the credit facility leaving $3.0 billion available
for use We expect to use the credit facility to fund our capital investment program and we periodically borrow

amounts under provision iv above for working capital purposes See Item Financial Statements and

Supplementary Data Note 12 Long-Term Debt

The Credit Agreement requires that our total debt to capitalization ratio as defined in the Credit Agreement
expressed as percentage not exceed 65% at any time violation of this covenant could result in default under
the Credit Agreement which would permit the participating banks to restrict our ability to access the New Credit

Facility and require the immediate repayment of any outstanding advances under the New Credit Facility

The New Credit Facility is available for general corporate purposes Certain lenders that are party to the Credit

Agreement have in the past performed and may in the future from time to time perform investment banking financial

advisory lending or commercial banking services for us for which they have received and may in the future receive

customary compensation and reimbursement of expenses

CONSOL Installment Payments On September 30 2011 we closed an agreement with CONSOL under which we
agreed to purchase 50% interest in undeveloped Marcellus Shale acreage In addition to the cash paid at closing
we agreed to make two additional installment payments of $328 million each on September 30 2012 and 2013 The
installment payments have been discounted at our incremental borrowing rate weighted average of 1.76% See
Item Financial Statements and Supplementary Data Note 12 Long-Term Debt

Public Debt Offerings In order to provide increased liquidity and lengthen our weighted average debt maturity we
completed two public debt offerings during 2011 On February 18 2011 we completed an underwritten public offering

of $850 million of 6% senior unsecured notes due March 2041 receiving net proceeds of $836 million after

deducting discount and underwriting fees Approximately $470 million of the net proceeds were used to repay
outstanding indebtedness under our revolving credit

facility maturing 2012 and the balance of the proceeds have
been used to fund our exploration and development activities

On December 2011 we completed an underwritten public offering of $1.0 billion of 4.15% senior unsecured notes
due December 15 2021 receiving net proceeds of $992 million after deducting discount and underwriting fees

Approximately $400 million of the net proceeds were used to repay outstanding indebtedness under our revolving
credit facility and the balance of the proceeds will be used for general corporate purposes

In 2009 we completed an underwritten public offering of $1.0 billion senior unsecured notes receiving net proceeds
of $989 million after deducting the discount and underwriting fees We used substantially all of the net proceeds to

repay outstanding indebtedness under our credit facility The notes are due March 2019 and pay interest semi
annually at 8%
FPSO Lease Obligation In 2009 we entered into an agreement with an unrelated offshore technology provider for

the construction and lease of an FPSO to be used for development of the Aseng field offshore Equatorial Guinea
We account for the lease agreement as capital lease Throughout the construction phase we included both the

Aseng FPSO asset and associated long-term obligation in our balance sheet based upon the percentage of

construction completed at the end of each reporting period The obligation increased $66 million during 2011 The
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Aseng FPSO completed the construction phase and we commenced production at Aseng in November 2011 During

2011 we paid $3 million under our Aseng FPSO lease obligation

Fixed-Rate Debt Our outstanding fixed-rate debt including the remaining CONSOL installment payments totaled

approximately $4.1 billion at December 31 2011 The weighted average interest rate on fixed-rate debt was 5.56%

with maturities ranging from 2012 to 2097 Approximately 21% of our fixed rate debt matures within the next five

years See Item Financial Statements and Supplementary Data Note 12 Long-Term Debt

Interest Rate Locks We occasionally enter into forward contracts or swap agreements to hedge exposure to interest

rate risk In 2010 in anticipation of our March 2011 public debt offering we entered into an interest rate forward

starting swap to effectively fix the cash flows related to interest payments on the anticipated debt issuance The swap

was in the notional amount of $500 million and was based on 30-year LIBOR swap rate Upon the issuance of our

6% senior unsecured notes due March 2041 we settled our interest rate forward starting swap contract for $40

million in February 2011 and are amortizing remaining amounts from AOCLt0 interest expense over the term of the

notes

We previously entered into interest rate derivative instruments related to the issuance of 514/ Senior Notes due April

2014 and are amortizing remaining amounts from AOCL to interest expense over the term of the notes See Critical

Accounting Policies and Estimates Derivative Instruments and Hedging Activities Item 7A Quantitative and

Qualitative Disclosures About Market Risk and Item Financial Statements and Supplementary Data Note 10

Derivative Instruments and Hedging Activities

Ratio of Debt-to-Book Capital Our ratio of debt-to-book capital increased to 38% at December31 2011 from 25% at

December 31 2010 Significant changes in our financial position included the following

$2.2 billion increase in total principal amount of debt from the balance at December 31 2010 and

$143 million decrease in shareholders equity from dividends paid

offset by

$453 million increase in shareholders equity from current year net income

Cash Interest Payments We made cash interest payments of $164 million in 2011 $133 million in 2010 and $97

million in 2009

Exercise of Stock Options Proceeds from the exercise of stock options totaled $38 million in 2011 $47 million ri

2010 and $17 million in 2009 Proceeds received from the exercise of stock options fluctuate primarily based on the

number of options exercised which is influenced by the price at which our common stock trades on the NYSE in

relation to the exercise price of the options issued

Dividends We paid cash dividends totaling 80 cents per common share in 2011 72 cents per common share in

2010 and 72 cents per common share in 2009 On January 24 2012 the Board of Directors declared quarterly

cash dividend of 22 cents per common share which will be paid February 21 2012 to shareholders of record on

February 2012 The amount of future dividends will be determined on quarterly basis at the discretion of our

Board of Directors and will depend on earnings financial condition capital requirements and other factors

Common Stock Repurchases We receive shares of our common stock from employees for the payment of

withholding taxes due on the vesting of restricted shares issued under stock-based compensation plans We received

approximately 187000 shares with total value of $17 million in 2011 168000 shares with total value of $13

million in 2010 and 21000 shares with total value of $1 million in 2009

Off-Balance Sheet Arrangements

We may enter into off-balance sheet arrangements and transactions that can give rise to material off-balance sheet

obligations As of December 31 2011 the material off-balance sheet arrangements and transactions that we have

entered into included the CONSOL Carried Cost Obligation drilling rig contracts operating lease agreements and

undrawn letters of credit all of which are customary in the oil and gas industry

CONSOL Carried Cost Obligation The CONSOL Carried Cost Obligation represents our agreement to fund up to

approximately $2.1 billion of CONSOLs future drilling and completion costs The CONSOL Carried Cost Obligation is

expected to extend over eight years or more It is capped at $400 million in each calendar year and will be suspended

if average Henry Hub natural gas prices fall and remain below $4.00 per MMBtu in any three consecutive month

period and will remain suspended until average Henry Hub natural gas prices are above $4.00 per MMBtu for three

consecutive months Therefore specific payment dates for the funding of the CONSOL Carried Cost Obligation

cannot be determined at this time Based on the December 31 2011 Henry Hub natural gas strip we forecast our

CONSOL Carry Obligation will be suspended throughout the 2012 fiscal year and resume during first quarter of 201

See Item Financial Statements and Supplementary Data Note Acquisitions and Divestitures and Note 12

Long-Term Debt

Other than the off-balance sheet arrangements listed above we have no transactions arrangements or other

relationships with unconsolidated entities or other persons that are reasonably likely to materially affect our liquidity or

availability of or requirements for capital resources See Contractual Obligations below for more information regarding

off-balance sheet arrangements
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Contractual Obligations

The following table summarizes certain contractual obligations that are reflected in the consolidated balance sheets

and/or disclosed in the accompanying notes Unless otherwise noted all amounts are net to our interest

2Ol3and 2015and 2Ol7and

Obligation Total 2012 2014 2016 beyond

millions

Long-Term Debt 4140 328 528 3284

Interest PaynEnts 3502 224 444 417 2417
FFSO Lease Payrrents 486 72 144 115 155

Drilling and Equiprrent Obligations

United States 220 110 97 13

International 109 109

Purchase Obligations 778 761 17

Transportation and Gathering 466 55 86 58 267

Operating Lease Obligations 185 45 55 53 32

Other Liabilities

Asset RetirenEnt Obligations 377 33 38 28 278

CorrmDdity Derivative InstrunEnts
10

83 76

Total Contractual Obligations 10346 1813 1416 684 $6433

Long-term debt excludes our Aseng FPSO lease obligation See Item Financial Statements and Supplementary Data Note
12 Long-Term Debt

Interest payments are based on the total debt balance scheduled maturities and interest rates in effect at December 31 2011
See Item Financial Statements and Supplementary Data Note 12 Long-Term Debt

Annual lease payments net to our interest exclude regular maintenance and operational costs and began during fourth

quarter of 2011 once the Aseng FPSO initiated producing operations See Item Financial Statements and Supplementary
Data Note 12 Long-Term Debt

Drilling and equipment obligations represent contractual agreements with third-party service providers to procure drilling rigs

and other related equipment for exploratory and development drilling activities The table excludes the CONSOL Carried Cost

Obligation noted above as specific payment dates are unknown See Item Financial Statements and Supplementary Data
Note 21 Commitments and Contingencies

Purchase obligations represent agreements to purchase goods or services that are enforceable are legally binding and

specify all significant terms including fixed and minimum quantities to be purchased fixed minimum or variable price

provisions and the approximate timing of the transaction See Item Financial Statements and Supplementary Data Note
21 Commitments and Contingencies

Transportation and gathering obligations represent minimum charges for our firm transportation and gathering agreements
See Item Financial Statements and Supplementary Data Note 21 Commitments and Contingencies

Operating lease obligations represent non-cancelable leases for office buildings and facilities and oil and gas operations

equipment used in our daily operations See Item Financial Statements and Supplementary Data Note 21 Commitments
and Contingencies

The table excludes deferred compensation liabilities of $222 million and accrued benefit costs of $88 million as specific

payment dates are unknown See Item Financial Statements and Supplementary Data Note 14 Benefit Plans

Asset retirement obligations are discounted See Item Financial Statements and Supplementary Data Note 11 Asset
Retirement Obligations

10 Amount represents open commodity derivative instruments that were in net payable position with the counterparty at

December 31 2011 Our remaining commodity derivative instruments were in net receivable position at December 31 2011
See Item Financial Statements and Supplementary Data Note 10 Derivative Instruments and Hedging Activities

As of December 31 2011 we accrued approximately $22 million for an insurance contingency due to our

membership in OIL OIL is mutual insurance company which insures specific property pollution liability and other

catastrophic risks As part of our membership we are contractually committed to pay termination fees should we elect

to withdraw from OIL We do not anticipate withdrawing from OIL however the potential termination fee is calculated

annually based on OILs past losses and the
liability reflecting this potential charge has been accrued

In addition in the ordinary course of business we maintain letters of credit with variety of banks in support of

certain performance obligations of our subsidiaries Outstanding letters of credit totaled approximately $59 million at

December31 2011

Other

Contributions to Pension and Other Postretirement Benefit Plans We made contributions to the pension and other

postretirement benefit plans totaling $29 million in 2011 $24 million in 2010 and $21 million in 2009 The actual

return on plan assetswas loss of $1 million in 2011 gain of $23 million in 2010 and gain of $33 million in 2009
The investment return has tended to follow market performance Certain provisions of the Pension Protection Act of

2006 the Act changed the calculation related to the maximum contribution amount deductible for income tax

purposes and required that defined benefit pension plans become fully funded over seven-year period beginning in
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2008 As result of previous contributions made to the pension plan the plan is adequately funded at the balance

sheet date and we expect the plan would not be subject to any of the benefit limitations that would be imposed by the

Act if the plan were not adequately funded We expect to make cash contributions of approximately $13 million to the

pension plan during 2012 We expect to make contributions to the restoration and medical and life plans of

approximately $4 million during 2012 an amount which is estimated to be equal to the benefits expected to be paid

by those plans

Income Taxes We made cash payments for income taxes net of refunds of $288 million in 2011 $173 million in

2010 and $227 million in 2009

Contingencies Payments to settle legal proceedings totaled approximately $1 million in 2011 $7 million in 2010

and $19 million in 2009 We regularly analyze current information and accrue for probable liabilities on the disposition

of certain matters as necessary Liabilities for loss contingencies arising from claims assessments litigation or other

sources are recorded when it is probable that liability has been incurred and the amount can be reasonably

estimated

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of the consolidated financial statements requires our management to make number of estimates

and assumptions relating to the reported amounts of assets and liabilities and the disclosures of contingent assets

and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and

expenses during the period When alternatives exist among various accounting methods the choice of accounting

method can have significant impact on reported amounts The following is discussion of the accounting policies

estimates and judgments which management believes are most significant in the application of US GAAP used in the

preparation of the consolidated financial statements

Reserves All of the reserves data in this Form 10-K are estimates Estimates of our crude oil and natural gas

reserves are prepared by our qualified petroleum engineers in accordance with guidelines established by the SEC

including rule revisions designed to modernize the oil and gas company reserves reporting requirements which we

implemented effective December 31 2009 Reservoir engineering is subjective process of estimating underground

accumulations of crude oil and natural gas There are numerous uncertainties inherent in estimating quantities of

proved crude oil and natural gas reserves Uncertainties include the projection of future production rates and the

expected timing of development expenditures The accuracy of any reserves estimate is function of the quality of

available data and of engineering and geological interpretation and judgment As result reserves estimates may be

different from the quantities of crude oil and natural gas that are ultimately recovered In addition economic

producibility of reserves is dependent on the oil and gas prices used in the reserves estimate Our reserves estimates

are based on 12-month average commodity prices unless contractual arrangements designate the price to be used

in accordance with SEC rules However oil and gas prices are volatile and as result our reserves estimates will

change in the future

Estimates of proved crude oil and natural gas reserves significantly affect our DDA expense For example if

estimates of proved reserves decline the DDA rate will increase resulting in decrease in net income decline in

estimates of proved reserves could also cause us to perform an impairment analysis to determine if the carrying

amount of crude oil and natural gas properties exceeds fair value and could result in an impairment charge which

would reduce earnings In addition decline in estimates of proved reserves could prompt goodwill impairment

analysis See Item Financial Statements and Supplementary Data Supplemental Oil and Gas Information

Unaudited

Oil and Gas Properties We account for crude oil and natural gas properties under the successful efforts method of

accounting Under the successful efforts method costs to acquire mineral interests in crude oil and natural gas

properties drill and equip exploratory wells that find commercial quantities of proved reserves and drill and equip

development wells are capitalized Proved property acquisition costs are amortized to expense by the unit-of-

production method on field-by-field basis based on total proved crude oil and natural gas reserves as estimated by

our qualified petroleum engineers Costs to drill and equip exploratory wells that find proved reserves and drill and

equip development wells are also amortized to expense by the unit-of-production method on field-by-field basis

These costs along with support equipment and facilities are amortized based on proved developed crude oil and

natural gas reserves Costs of certain gathering facilities or processing plants serving number of properties or used

for third-party processing are depreciated using the straight-line method over the useful lives of the assets

Application of the successful efforts method results in the expensing of certain costs including geological and

geophysical costs exploratory dry holes and delay rentals during the periods the costs are incurred

The alternative method of accounting for crude oil and natural gas properties is the full cost method Under the full

cost method geological and geophysical costs exploratory dry holes and delay rentals are capitalized as assets and

charged to earnings in future periods as component of DDA expense In addition under the full cost method

capitalized costs are accumulated in pools on country-by-country basis DDA is computed on country-by-country

basis and capitalized costs are limited on the same basis through the application of ceiling test We believe the

successful efforts method is the most appropriate method to use in accounting for our crude oil and natural gas

properties because it provides better representation of our results of operations especially during periods of active

exploration If we had used the full cost method our financial position and results of operations could have been

significantly different
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Exploratory Well Costs In accordance with the successful efforts method of accounting the costs associated

with drilling an exploratory well may be capitalized temporarily or suspended pending determination of

whether crude oil or natural gas have been discovered and can be estimated with reasonable certainty to be

economically producible We carry the costs of an exploratory well as an asset if the well has found sufficient

quantity of reserves to justify its completion as producing well and as long as we are making sufficient progress
assessing the reserves and the economic and operating viability of the project For certain capital-intensive

deepwater Gulf of Mexico or international projects it may take several years to evaluate the future potential of the

exploration well and make determination of its economic viability Our ability to move forward on project may
be dependent on gaining access to transportation or processing facilities or obtaining permits and government or

partner approval the timing of which is beyond our control In such cases exploratory well costs remain

suspended as long as we are actively pursuing access to necessary facilities and submitting requests for permits
and approvals and believe they will be obtained

Management assesses the status of suspended exploratory well costs on quarterly basis These costs may be

charged to exploration expense in future periods if we decide not to pursue additional exploratory or development
activities This occurred in 2011 when we decided not to pursue development of our Redrock exploratory well in

the deepwater Gulf of Mexico due to the significant decline in natural gas prices At December 31 2011 the
balance of property plant and equipment included $696 million of suspended exploratory well costs $378 million of

which had been capitalized for period greater than one year The wells relating to these suspended costs continue
to be evaluated by various means including additional seismic work drilling additional appraisal wells to confirm the
size of the hydrocarbon deposit or evaluating the potential commerciality of the exploration wells See Item
Financial Statements and Supplementary Data Note Capitalized Exploratory Well Costs

Impairment of Proved Oil and Gas Properties and Other Investments We assess proved crude oil and natural

gas properties and other investments for possible impairment at least bi-annually at year-end and mid-year or
whenever events or circumstances indicate that the recorded carrying values of the assets may not be recoverable
We recognize an impairment loss as result of an event that causes us to consider the possibility that impairment

may have occurred and when the estimated undiscounted future cash flows from property or other investment are
less than the carrying value If impairment is indicated the carrying values are written down to fair value which in the
absence of comparable market data is estimated using discounted cash flow method In our cash flow method
cash flows are discounted using risk-adjusted rate and compared to the carrying value for determining the amount
of the impairment loss to record Estimated future cash flows are based on managements expectations for the future

and include estimates of crude oil and natural gas reserves and future commodity prices revenues and operating and
development costs Negative revisions in estimates of reserves quantities or expectations of falling commodity prices

or rising operating or development costs could result in reduction in undiscounted future cash flows and could

indicate property impairment

During 2011 we assessed proved properties for possible impairment due to lower commodity prices performance
issues and/or changes in our intended use Certain assets were determined to be impaired and were written down to

their estimated fair values under discounted cash flow model The discounted cash flow model included

managements estimates of future oil and gas production commodity prices based on forward commodity price

curves at the date of the estimate operating and development costs and discount rates

We recorded total pre-tax non-cash asset impairment charges of $759 million in 2011 $144 million in 2010 and
$604 million in 2009 for proved oil and gas properties and other investments See Item Financial Statements and
Supplementary Data Note Asset Impairments

Impairment of Unproved Oil and Gas Properties We also perform assessments of individually significant

unproved crude oil and natural gas properties for impairment on quarterly basis and recognize loss at the time of

impairment by providing an impairment allowance In determining whether significant unproved property is impaired
we consider numerous factors including but not limited to current exploration plans favorable or unfavorable

exploration activity on the property being evaluated and/or adjacent properties our geologists evaluation of the

property and the remaining months in the lease term for the property

When we have allocated fair values to significant unproved property probable and/or possible reserves as the
result of business combination or other purchase of proved and unproved properties we use future cash flow

analysis to assess the property for impairment Cash flows used in the impairment analysis are determined based
upon managements estimates of probable and possible reserves future commodity prices and future costs to

extract the reserves Probable reserves are defined in SEC Regulation S-X Rule 4-10a18 as those additional

reserves that are less certain to be recovered than proved reserves but which together with proved reserves are as

likely as not to be recovered Possible reserves are defined in SEC Regulation S-X Rule 4-10a17 as those
additional reserves that are less certain to be recovered than probable reserves

Negative revisions in estimated reserves quantities reductions in commodity prices or increases in estimated costs
could cause reduction in the value of an unproved property and therefore could also cause reduction in the

carrying amount of the property If undiscounted future net cash flows are less than the carrying value of the property
indicating impairment the cash flows are discounted using risk-adjusted rate and compared to the carrying value
for determining the amount of the impairment loss to record The estimated prices used in the cash flow analysis are
determined by management based on forward commodity price curves as of the date of the estimate adjusted for
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average historical location and quality differentials Estimates of cash flows related to probable and possible reserves

are reduced by additional risk-weighting factors

Due to the volatility of crude oil and natural gas prices these cash flow estimates are inherently imprecise

Managements assessment of the results of exploration activities availability of funds for future activities and the

current and projected political climate in areas in which we operate also impact the amounts and timing of impairment

provisions

We assessed the recoverability of our significant unproved oil and gas properties periodically during the years ended

December 31 2011 2010 and 2009 and determined there were no impairments See Item Financial Statements

and Supplementary Data Note Asset Impairments

Purchase Price Allocations We occasionally acquire assets and assume liabilities in transactions accounted for as

business combinations such as our DJ Basin asset acquisition in 2010 In connection with purchase business

combination the acquiring company must allocate the cost of the acquisition to assets acquired and liabilities

assumed based on fair values as of the acquisition date Deferred taxes must be recorded for any differences

between the assigned values and tax bases of assets and liabilities Any excess of the purchase price over amounts

assigned to assets and liabilities is recorded as goodwill Any excess of amounts assigned to assets and liabilities

over the purchase price is recorded as gain on bargain purchase The amount of goodwill or gain on bargain

purchase recorded in any particular business combination can vary significantly depending upon the values attributed

to assets acquired and liabilities assumed

In estimating the fair values of assets acquired and liabilities assumed in business combination we make various

assumptions The most significant assumptions relate to the estimated fair values assigned to proved and unproved

crude oil and natural gas properties If sufficient market data is not available regarding the fair values of proved and

unproved properties we must prepare estimates To estimate the fair values of these properties we prepare

estimates of crude oil and natural gas reserves We estimate future prices to apply to the estimated reserves

quantities acquired and estimate future operating and development costs to arrive at estimates of future net cash

flows For estimated proved reserves the future net cash flows are discounted using market-based weighted

average cost of capital rate determined appropriate at the time of the acquisition The market-based weighted

average cost of capital rate is subjected to additional project-specific risking factors To compensate for the inherent

risk of estimating and valuing unproved reserves the discounted future net cash flows of probable and possible

reserves are reduced by additional risk-weighting factors

Estimated deferred taxes are based on available information concerning the tax bases of assets acquired and

liabilities assumed and loss carryforwards at the acquisition date although such estimates may change in the future

as additional information becomes known

Estimated fair values assigned to assets acquired can have significant effect on results of operations in the future

higher fair value assigned to property results in higher DDA expense which results in lower net earnings Fair

values are based on estimates of future commodity prices reserves quantities operating expenses and development

costs This increases the likelihood of impairment if future commodity prices or reserves quantities are lower than

those originally used to determine fair value or if future operating expenses or development costs are higher than

those originally used to determine fair value Impairment would have no effect on cash flows but would result in

decrease in net income for the period in which the impairment is recorded See Item Financial Statements and

Supplementary Data Note Acquisitions and Divestitures

Goodwill As of December 31 2011 the consolidated balance sheet included $696 million of goodwill all of which

has been assigned to the US reporting unit Goodwill is not amortized to earnings but is assessed at least annually

for impairment at the reporting unit level During 2011 we adopted Accounting Standards Update ASU2011-08

Testing Goodwill for Impairment ASU 2011-08 ASU 2011-08 permits an entity to first assess qualitative factors to

determine whether is it more likely than not that the fair value of reporting unit is less than its carrying amount as

basis for determining whether it is necessary to perform the two-step goodwill impairment test We conduct

qualitative goodwill impairment assessment as of December 31 of each year by examining relevant events and

circumstances which could have negative impact on our goodwill such as macroeconomic conditions industry and

market conditions cost factors that have negative effect on earnings and cash flows overall financial performance

segment dispositions and acquisitions and other relevant entity-specific events

After assessing the totality of events and circumstances for the qualitative impairment assessment at December 31

2011 we determined that performing the two-step goodwill impairment test was unnecessary and no goodwill

impairment was recognized

If after assessing the totality of events or circumstances described above we determine that it is more likely than not

that the fair value of our US reporting unit is less than its carrying amount the two-step goodwill test is performed

The two-step goodwill impairment test is also performed whenever events or changes in circumstances indicate that

the carrying value may not be recoverable If after performing the two-step goodwill test it is determined that the

carrying value of our goodwill is impaired the amount of goodwill is reduced and corresponding charge is made to

earnings in the period in which the goodwill is determined to be impaired
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The two-step impairment test is used to identify potential goodwill impairment and measure the amount of goodwill
impairment loss to be recognized The first step of the goodwill impairment test used to identify potential impairment
compares the fair value of reporting unit with its carrying amount including goodwill If the fair value of the reporting

unit exceeds its carrying amount goodwill is not considered to be impaired and the second step of the test is not

required If necessary the second step of the impairment test used to measure the amount of impairment loss

compares the implied fair value of reporting unit goodwill with the carrying amount of that goodwill If the carrying
amount of reporting unit goodwill exceeds the implied fair value of that goodwill an impairment loss is recognized in

an amount equal to the excess

The first step of the impairment test requires management to make estimates regarding the fair value of the reporting
unit to which goodwill has been assigned If it is necessary to determine the fair value of the US reporting unit we use

combination of the income approach and the market approach

Under the income approach the fair value of the US reporting unit is estimated based on the present value of

expected future cash flows The income approach is dependent on number of factors including estimates of

forecasted revenue and operating costs proved reserves as well as the success of future exploration for and

development of unproved reserves discount rates and other variables Negative revisions of estimated reserves

quantities increases in future cost estimates divestiture of significant component of the reporting unit or sustained
decreases in crude oil or natural gas prices could lead to reduction in expected future cash flows and possibly an

impairment of all or portion of goodwill in future periods

Key assumptions used in the discounted cash flow model described above include estimated quantities of crude oil

and natural gas reserves including both proved reserves and risk-adjusted unproved reserves estimates of market

prices considering forward commodity price curves as of the measurement date and estimates of operating
administrative and capital costs adjusted for inflation We discount the resulting future cash flows using peer

company based weighted average cost of capital

Under the market approach we estimate the value of the US reporting unit by comparison to similar businesses
whose securities are actively traded in the public market This requires management to make certain judgments
about the selection of comparable companies and/or comparable recent company and asset transactions and
transaction premiums We use peer company multiple method for the market approach Market multiples represent
market estimates of fair value based on selected financial metrics We use earnings before interest taxes DDA and
exploration expense also known as EBITDAX as our financial metric as it more accurately compares companies
using successful efforts and full cost accounting methods both of which are in our peer group

Although we base the fair value estimate of the US reporting unit on assumptions we believe to be reasonable those

assumptions are inherently unpredictable and uncertain and actual results could differ from the estimate In the event
of prolonged global recession commodity prices may stay depressed or decline further thereby causing the fair

value of the US reporting unit to decline which could result in an impairment of goodwill When we dispose of

reporting unit or portion of reporting unit that constitutes business we include goodwill associated with that

business in the carrying amount of the business in order to determine the gain or loss on disposal The amount of

goodwill allocated to the carrying amount of business can significantly impact the amount of gain or loss recognized
on the sale of that business The amount of goodwill to be included in that carrying amount is based on the relative

fair value of the business to be disposed of and the portion of the reporting unit that will be retained No significant US
dispositions requiring allocation of goodwill occurred during 2011 See Item Financial Statements and

Supplementary Data Note Goodwill

Derivative Instruments and Hedging Activities In order to mitigate the effects of commodity price uncertainty and
increase cash flow predictability relating to the marketing of our crude oil and natural gas we enter into crude oil and
natural gas price hedging arrangements with respect to portion of our expected production In addition we have
used derivative instruments in connection with acquisitions and certain price-sensitive projects Management
exercises significant judgment in determining the types of instruments to be used production volumes to be hedged
prices at which to hedge and the counterparties creditworthiness All commodity derivative instruments are reflected

at fair value in our consolidated balance sheets

Our open commodity derivative instruments were in net payable position with fair value of $36 million at

December 31 2011 In order to determine the fair value at the end of each reporting period we compute discounted
cash flows for the duration of each commodity derivative instrument using the terms of the related contract Inputs
consist of published forward commodity price curves as of the date of the estimate We compare these prices to the

price parameters contained in our hedge contracts to determine estimated future cash inflows or outflows We then
discount the cash inflows or outflows using combination of published LIBOR rates Eurodollar futures rates and
interest swap rates The fair values of our commodity derivative assets and liabilities include measure of credit risk

based on current published credit default swap rates In addition for collars we estimate the option value of the
contract floors and ceilings using an option pricing model which takes into account market volatility market prices and
contract parameters

Changes in the fair values of our commodity derivative instruments have significant impact on our net income
because we follow mark-to-market accounting and recognize all gains and losses on such instruments in earnings in

the period in which they occur For the year ended December 31 2011 we reported $42 million mark-to-market

gain on commodity derivative instruments
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We also use derivative instruments to manage interest rate risk by entering into forward contracts or swap

agreements to minimize the impact of interest rate fluctuations associated with fixed or floating rate borrowings We

designate these as cash flow hedges and all changes in fair value are reported in AOCL to the extent the hedge is

effective until the forecasted transaction occurs at which time they are recorded as adjustments to interest expense

over the term of the related debt issuance In order to determine the fair value at the end of each reporting period we

compute discounted cash flows for the duration of the instrument using the terms of the related contract Inputs

consist of published interest rate yield curves as of the date of the estimate and measure of our own

nonperformance risk based on the current published credit default swap rates

We compare our estimates of the fair values of our commodity and interest rate derivative instruments with those

provided by our counterparties There have been no significant differences See Item 7A Quantitative and Qualitative

Disclosures About Market Risk Commodity Price Risk and Interest Rate Risk and Item Financial Statements and

Supplementary Data Note 10 Derivative Instruments and Hedging Activities and Note 16 Fair Value

Measurements and Disclosures

Asset Retirement Obligations Our asset retirement obligations ARO consist of estimated costs of

dismantlement removal site reclamation and similar activities associated with our oil and gas properties We

recognize the fair value of liability
for an ARO in the period in which it is incurred when we have an existing legal

obligation associated with the retirement of our oil and gas properties and the obligation can reasonably be

estimated The associated asset retirement cost is capitalized as part of the carrying cost of the oil and gas asset

The recognition of an ARO requires that management make numerous estimates assumptions and judgments

regarding such factors as the existence of legal obligation for an ARO estimated probabilities amounts and

timing of settlements the credit-adjusted risk-free rate to be used and inflation rates In periods subsequent to

initial measurement of the ARO we recognize period-to-period changes in the liability resulting from the passage

of time and revisions to either the timing or the amount of the original estimate of undiscounted cash flows

Revisions also result in increases or decreases in the carrying cost of the oil and gas asset Increases in the ARO

liability
due to passage of time impact net income as accretion expense The related capitalized cost including

revisions thereto is charged to expense through DDA Asset retirement obligations totaled $377 million at

December 31 2011 See Item Financial Statements and Supplementary Data .- Note 11 Asset Retirement

Obligations

Income Tax Expense and Deferred Tax Assets We are subject to income and other taxes in numerous taxing

jurisdictions worldwide For financial reporting purposes we provide taxes at rates applicable for the appropriate tax

jurisdictions Estimates of amounts of income tax to be recorded involve interpretation of complex tax laws

assessment of the effects of foreign taxes on domestic taxes and estimates regarding the timing and amounts of

future repatriation of earnings from controlled foreign corporations

Our consolidated balance sheets include deferred tax assets Deferred tax assets arise when expenses are

recognized in the financial statements before they are recognized in the tax returns or when income items are

recognized in the tax returns before they are recognized in the financial statements Deferred tax assets also arise

when operating losses or tax credits are available to offset tax payments due in future years Ultimately realization of

deferred tax asset depends on the existence of sufficient taxable income within the future periods to absorb future

deductible temporary differences loss carryforwards or credits

In assessing the realizability of deferred tax assets management must consider whether it is more likely than not that

some portion or all of the deferred tax assets will not be realized Management considers all available evidence both

positive and negative in determining whether valuation allowance is required Such evidence includes the

scheduled reversal of deferred tax liabilities projected future taxable income and tax planning strategies in making

this assessment and judgment is required in considering the relative weight of negative and positive evidence We

continue to monitor facts and circumstances in the reassessment of the likelihood that operating loss carryforwards

credits and other deferred tax assets will be utilized prior to their expiration As result we may determine and we

have determined in the past that deferred tax asset valuation allowance should be established Any increases or

decreases in deferred tax asset valuation allowance would impact net income through offsetting changes in income

tax expense For example during 2011 we increased our valuation allowance against our deferred tax asset for

foreign tax credits by $57 million of which $42 million offset similar increase in the deferred tax asset and $15

million represented net increase in deferred income tax expense

As of December 31 2011 the accumulated undistributed earnings of our foreign subsidiaries on which no US taxes

have been recorded totaled approximately $2.0 billion Management must consider numerous factors in determining

timing and amounts of possible future distribution of these earnings to the parent company and whether US

deferred tax liability should be recorded for these earnings These factors include the future operating and capital

requirements of both the parent company and the subsidiaries remittance restrictions imposed by foreign

governments or financial agreements and tax consequences of the remittance including possible application of US

foreign tax credits and limitations on foreign tax credits that may be imposed by the Internal Revenue Service IRS or

IRS regulations

In 2009 we repatriated $180 million of accumulated earnings of foreign subsidiaries and used the proceeds for debt

repayment and general corporate purposes The repatriation increased US tax expense total of $13 million

Repatriation of additional earnings in the future could result in decrease in our net income and cash flows due to the
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payment of additional taxes We currently intend to use majority of our international cash to fund international

projects including the development of our properties in West Africa and the Eastern Mediterranean However we
estimate that repatriation of $800 million as of December 31 2011 if we had elected not to use the cash to fund

international development would have had net cash tax impact of approximately $121 million This amount is net of

estimated foreign tax credits See Item Financial Statements and Supplementary Data Note 13 Income Taxes

Allowance for Doubtful Accounts We assess the recoverability of all material trade and other receivables to

determine their collectibility on quarterly basis We accrue reserve on receivable when based on

managements judgment it is probable that receivable will not be collected and the amount of such reserve may be

reasonably estimated In determining the amount of the reserve management must analyze the aging of accounts
receivable at the date of the consolidated financial statements and assess collectability based on historic results
current collection trends and an evaluation of economic conditions If estimates are inaccurate we may incur gains or

losses that could have material effect on our results of operations

During 2011 our allowance for doubtful accounts was reduced by approximately $19 million when we finalized our
transfer of assets and the associated PSC and electricity concession to the Ecuadorian government See Item
Financial Statements and Supplementary Data Note Acquisitions and Divestitures

Benefit Plans We sponsor qualified defined benefit pension plan non-qualified defined benefit pension plan
restoration plan and other postretirement benefit plans The actuarial determination of the projected benefit

obligations and related benefit expense requires that management make certain assumptions regarding such

variables as expected return on plan assets discount rates rates of future compensation increases estimated future

employee turnover rates and retirement dates distribution election rates mortality rates inflation rates spousal age
differentials marital trend rates lump sum conversion rates commencement ages for employees who vested in the

plan but were terminated prior to retirement retiree utilization rates for health care services and health care cost trend
rates The selection of assumptions requires considerable judgment concerning future events and has significant

impact on the amount of the obligations recorded in the consolidated balance sheets and on the amount of expense
included in the consolidated statements of operations

We base our determination of the asset return component of pension expense on market-related valuation of

assets which reduces year-to-year volatility This market-related valuation recognizes investment gains or losses

over five-year period from the year in which they occur Investment gains or losses for this purpose are the

difference between the expected return calculated using the market-related value of assets and the actual return

based on the fair value of assets Since the market-related value of assets recognizes gains or losses over five-

year period the future value of assets will be impacted as previously deferred gains or losses are recorded As of

January 2012 cumulative asset losses of approximately $10 million remained to be recognized in the calculation of

the market-related value of assets

In selecting the assumption for expected long-term rate of return on assets we consider the average rate of earnings
expected on the funds invested or to be invested to provide for plan benefits included in the projected benefit

obligations This includes considering the returns being earned by the plan assets and the rates of return expected to

be available for reinvestment During 2011 we changed the plans target asset allocation from 70% equity and 30%
fixed income to 60% equity and 40% fixed income The change was made to more closely align the plans expected
future payment streams with the expected duration of plan liabilities The change was also made to reduce the plans
market risk and the degree of volatility in the plans investments Because larger portion of the plans funds are now
invested in fixed income which are considered to be less risky investments the plans returns will likely be reduced in

times of market upswings while losses will be reduced in times of market downswings We assume that the long-
term asset mix will be consistent with the target asset allocation with range of plus or minus 10% acceptable

degree of variation in asset allocation The plan assets had fair value of $220 million at December 31 2011 and
the expected return assumption used in the calculation of 2011 net periodic benefit cost was 7.25% 1% decrease
in the expected return on plan assets assumption would have increased 2011 net periodic benefit cost by

approximately $2 million The expected return assumption will be reduced to 6.50% for the calculation of 2012 net

periodic benefit cost

In selecting discount rate employers may look to rates of return on high quality fixed-income investments available

as of the year-end measurement date and expected to be available during the period to maturity of the pension
benefits In order to determine an appropriate December 31 2011 discount rate we performed an analysis of the

Citigroup Pension Discount Curve the CPDC and various AA corporate bond yields for each of our plans The
CPDC uses spot rates that represent the equivalent yield on high-quality zero-coupon bonds for specific maturities

We used these rates to develop an equivalent single discount rate based on our plans expected future benefit

payment streams and duration of plan liabilities

1% increase in the discount rate assumption would have decreased 2011 net periodic benefit cost for the combined

plans by $3 million and decreased the benefit obligation for the combined plans by $30 million at December 31 2011
1% decrease in the discount rate assumption would have increased 2011 net periodic benefit cost for the combined

plans by $2 million and increased the benefit obligation for the combined plans by $28 million at December 31 2011
The assumed discount rate used to determine net periodic benefit cost for 2011 was 5.50% for the defined benefit

pension plan 5.25% for the restoration plan and 5.00% for the medical and life plan The assumed discount rates

used to determine the benefit obligations at December 31 2011 were 4.25% for the defined benefit pension plan and
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the restoration plan and 4.00% for the medical and life plans The total projected benefit obligation for the defined

benefit pension restoration and medical and life plans was $312 million at December31 2011 See Item Financial

Statements and Supplementary Data Note 14 Benefit Plans

Item 7A Quantitative and Qualitative Disclosures About Market Risk

Commodity Price Risk

Derivative Instruments Held for Non-Trading Purposes We are exposed to market risk in the normal course of

business operations and the uncertainty of crude oil and natural gas prices continues to impact the oil and gas

industry Due to the volatility of crude oil and natural gas prices we continue to use derivative instruments as

means of managing our exposure to price changes

At December 31 2011 we had entered into variable to fixed price commodity swaps two-way and three-way collars

and basis swaps related to future crude oil and natural gas sales Our open commodity derivative instruments were in

net payable position with fair value of $36 million Based on the December 31 2011 published forward commodity

price curves price increase of $1.00 per Bbl for crude oil would increase the fair value of our net commodity

derivative payable by approximately $18 million price increase of $0.10 per MMBtu for natural gas would increase

the fair value of our net commodity derivative payable by approximately $6 million Our derivative instruments are

executed under master agreements which allow us in the event of default to elect early termination of all contracts

with the defaulting counterparty If we choose to elect early termination all asset and liability positions with the

defaulting counterparty would be net settled at the time of election See Item Financial Statements and

Supplementary Data Note 10 Derivative Instruments and Hedging Activities

Interest Rate Risk

Changes in interest rates affect the amount of interest we pay on borrowings under our revolving credit facility
and

the amount of interest we earn on our short-term investments

At December 31 2011 we had approximately $4.1 billion excluding the Aseng FPSO lease obligation of long-term

debt outstanding All debt outstanding was fixed-rate debt with weighted average interest rate of 5.56% Although

near-term changes in interest rates may affect the fair value of our fixed-rate debt they do not expose us to the risk of

earnings or cash flow loss See Item Financial Statements and Supplementary Data Note 12 Long-Term Debt

We had no variable-rate debt outstanding at December 31 2011 Variable-rate debt exposes us to the risk of

earnings or cash flow loss due to increases in market interest rates

We occasionally enter into interest rate derivative instruments such as forward contracts or swap agreements to

hedge exposure to interest rate risk Changes in fair value of interest rate derivative instruments used as cash flow

hedges are reported in AOCL to the extent the hedge is effective until the forecasted transaction occurs at which

time they are recorded as adjustments to interest expense At December 31 2011 AOCL included $26 million net of

tax related to interest rate derivative instruments This amount is currently being reclassified to earnings as

adjustments to interest expense over the terms of our 5% senior notes due April 2014 and 6% senior notes due

March 2041 See Item Financial Statements and Supplementary Data Note 10 Derivative Instruments and

Hedging Activities

We are also exposed to interest rate risk related to our interest-bearing cash and cash equivalents balances As of

December 31 2011 our cash and cash equivalents totaled almost $1.5 billion approximately 84% of which was

invested in money market funds and short-term deposits with major financial institutions hypothetical 25 basis point

change in the floating interest rates applicable to the amount invested as of December 31 2011 would result in

change in annual interest income of approximately $3 million

Foreign Currency Risk

The US dollar is considered the functional currency for each of our international operations Substantially all of our

international crude oil natural gas and NGL production is sold pursuant to US dollar denominated contracts

Transactions such as operating costs and administrative expenses that are paid in foreign currency are

remeasured into US dollars and recorded in the financial statements at prevailing currency exchange rates Certain

monetary assets and liabilities such as foreign deferred tax liabilities in certain foreign tax jurisdictions are

denominated in foreign currency An increase in exchange rates between the US dollar and the currency of the

foreign tax jurisdiction in which these liabilities are located could result in the use of additional cash to settle these

liabilities Transaction gains or losses were not material in any of the periods presented and are included in other

non-operating income expense net in the consolidated statements of operations
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Managements Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting

Our internal control over financial reporting is process designed under the supervision of our Chief Executive Officer

and Chief Financial Officer to provide reasonable assurance regarding the reliability of financial reporting and the

preparation of consolidated financial statements for external purposes in accordance with accounting principles

generally accepted in the United States of America

Because of its inherent limitations internal control over financial reporting may not detect or prevent misstatements

Projections of any evaluation of the effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or processes may

deteriorate

As of December 31 2011 our management assessed the effectiveness of our internal control over financial reporting

based on the criteria for effective internal control over financial reporting established in Internal Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission Based on the

assessment management determined that we maintained effective internal control over financial reporting as of

December 31 2011 based on those criteria Management included in its assessment of internal control over financial

reporting all consolidated entities

KPMG LLP the independent registered public accounting firm that audited our consolidated financial statements

included in this Annual Report on Form 10-K has issued an attestation report on the effectiveness of internal control

over financial reporting as of December 31 2011 which is included herein

Noble Energy Inc
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders

Noble Energy Inc

We have audited the accompanying consolidated balance sheets of Noble Energy Inc and subsidiaries as of

December 31 2011 and 2010 and the related consolidated statements of operations comprehensive income
stockholders equity and cash flows for each of the years in the three-year period ended December 31 2011 These

consolidated financial statements are the responsibility of the Companys management Our responsibility is to

express an opinion on these consolidated financial statements based on our audits We did not audit the financial

statements of the Alba Plant LLC AIba for the year ended December 31 2009 the investment in which as

discussed in Note of the consolidated financial statements is accounted for by the equity method of accounting
The Companys equity in earnings of Alba was $66 million for the year ended December 31 2009 The financial

statements of Alba were audited by other auditors whose report has been furnished to us and our opinion insofar as
it relates to the amounts included for Alba is based solely on the report of the other auditors

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall financial

statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion based on our audits and the report of the other auditors the consolidated financial statements referred

to above present fairly in all material respects the financial position of Noble Energy Inc and subsidiaries as of

December 31 2011 and 2010 and the results of their operations and their cash flows for each of the years in the

three-year period ended December 31 2011 in conformity with U.S generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United
States Noble Energy Inc.s internal control over financial reporting as of December 31 2011 based on criteria

established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO and our report dated February 2012 expressed an unqualified opinion on the

effectiveness of the Companys internal control over financial reporting

/s KPMG LLP

Houston Texas

February 2012
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders

Noble Energy Inc

We have audited Noble Energy Inc.s internal control over financial reporting as of December 31 2011 based on

criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations

of the Treadway Commission COSO Noble Energy Inc.s management is responsible for maintaining effective

internal control over financial reporting and for its assessment of the effectiveness of internal control over financial

reporting included in the accompanying Managements Report on Internal Control over Financial Reporting Our

responsibility is to express an opinion on the Companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects Our audit included

obtaining an understanding of internal control over financial reporting assessing the risk that material weakness

exists and testing and evaluating the design and operating effectiveness of internal control based on the assessed

risk Our audit also included performing such other procedures as we considered necessary in the circumstances We

believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles companys internal control over financial reporting

includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with generally accepted accounting principles and that receipts and expenditures of the company are being made

only in accordance with authorizations of management and directors of the company and provide reasonable

assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys

assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements

Also projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may

deteriorate

In our opinion Noble Energy Inc maintained in all material respects effective internal control over financial

reporting as of December 31 2011 based on criteria established in Internal Control Integrated Framework issued

by the Committee of Sponsoring Organizations of the Treadway Commission

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United

States the consolidated balance sheets of Noble Energy Inc and subsidiaries as of December 31 2011 and 2010

and the related consolidated statements of operations comprehensive income stockholders equity and cash flows

for each of the years in the three-year period ended December 31 2011 and our report dated February 2012

expressed an unqualified opinion on those consolidated financial statements

Is KPMG LLP

Houston Texas

February 2012
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Noble Energy Inc

Consolidated Statements of Operations

in millions except per share amounts

Revenues

Oil Gas and NGL Sales

Incorr from Equity Method Investees

Other Revenues

Total Revenues

Costs and Expenses

Production Expense

Exploration Expense

Depreciation Depletion and Amortization

General and Adrrinistrative

Gain on Divestitures

Asset Inpairmonts

Other Operating Expense Net

Total Operating Expenses

Operating Income Loss
Other Income Expense

Gain Loss on Corrirodity Derivative Instrurrents

Interest Net of Arrount Capitalized

Other Non-Operating Incorre Expense Net

Total Other IncorlE Expense

lncorr Loss Before Incorre Taxes

lnconE Tax Provision Benefit

Net Income Loss

Weighted Average Nurrter of Shares Outstanding Basic

Weighted Average Nurrber of Shares Outstanding Diluted

The accompanying notes are an integral part of these financial statements

Year Ended Decen-ber 31
2011 2010 2009

3536 2832 2060

195 118 84

32 72 169

3763 3022 2313

618 570 525

279 245 144

965 883 816

341 277 237

25 113 22
759 144 604

86 64 67

3023 2070 2371

740 952 58

42 157 110

65 72 84

12

25 79 206

715 1031 264
262 306 133
453 725 131

Earnings Loss Per Share Basic

Earnings Loss Per Share Diluted

2.57

2.54

176

179

4.15

4.10

175

177

0.75

0.75

173

173
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Noble Energy Inc

Consolidated Statements of Comprehensive Income

in millions

Year Ended December 31

2011 2010 2009

Net lncorr Loss 453 725 131

Other Items of Comprehensive Income Loss
Oil and Gas Cash Flow Hedges

Realized Losses Reclassified Into Earnings 20 58

Less Tax Provision Benefit 22
Interest Rate Cash Flow Hedges

Unrealized Change in Fair Value 23 63
Less Tax Provision Benefit 22

Net Change in Fnsion and Other 17
Less Tax Provision Benefit

Other Corrjrehensive lncon Loss 29 35

Comprehensive Income Loss 457 696 96

The accompanying notes are an integral part of these financial statements
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Noble Energy Inc

Consolidated Balance Sheets

in millions

ASSETS

Total Assets Current

Property Plant and Equipment

Oil and Gas Properties Successful Efforts IvŁthod of Accounting

Property Rant and Equiprrent Other

Total Property Rant and Equiprrnt Gross

Accurrulated Depreciation Depletion and Arrortization

Total Property Rant and Equiprrnt Net

Goodwill

Other Noncurrent Assets

Total Assets

Current Assets

Cash and Cash Equivalents

Accounts Receivable Net

Other Current Assets

Deceriter 31
2011 2010

1455 1081

783 556

180 201

2418 1838

17703 14393

294 263

17997 14656

5215 4392

12782 10264

696 696

548 484

16444 13282

Current Liabilities

LIABILITIES AND SHAREHOLDERS EQUITY

Shareholders Equity

Preferred Stock Par Value $1.00 MIlion Shares Authorized None Issued

Corrn-on Stock- Par Value $3.33 1/3 250 MIlion Shares Authorized

197 MIlion and 195 Mllion Shares Issued Respectively

Additional Paid in Capital

Accun-ulated Other Corrprehensive Loss

Treasury Stock at Cost 19 Mlliori Shares

Retained Earnings

Total Shareholders Equity

Total Liabilities and Shareholders Equity

The accompanying notes are an integral part of these financial statements

1343

925

2268

4100

2059

752

9.179

927

495

1422

2272

2110

630

6.4 34

Accounts Payable Trade

Other Current Liabilities

Total Liabilities Current

Long-Term Debt

Deferred Income Taxes Noncurrent

Other Noncurrent Liabilities

Total Liabilities

Commitments and Contingencies

656

2497

100

638

4850

7265

16444

651

2385

104

624

4540

6848

13282
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Noble Energy Inc

Consolidated Statements of Cash Flows

in millions

Cash Flows From Operating Activities

Net Income Loss

Adjustments to Reconcile Net lncorre Loss to Net Cash Provided by

Operating Activities

Depreciation Depletion and Arrortization

Dry Hole Expense

Gain on Divestitures

Asset lrrpairrrents

Deferred Income Taxes

Dividends Incorre from Equity Method lnvestees Net

Unrealized Gain Loss on Corrrrodity Derivative Instrurrents

Stock Based Con-pensation

Other Adjustments for Noncash Items Included in Income

Changes in Operating Assets and Liabilities

Increase Decrease in Accounts Receivable

Increase Decrease in Other Current Assets

Increase Decrease in Accounts Payable

Increase Decrease in Other Current Liabilities

Other Operating Assets and Liabilities Net

Net Cash Provided by Operating Activities

Cash Flows From Investing Activities

Additions to Property Rant and Equipment

Mercellus Shale Asset Acquisition

DJ Basin Asset Acquisition

Additions to Equity Method Investments

Proceeds from Divestitures

Net Cash Used in Investing Activities

Cash Flows From Financing Activities

Exercise of Stock Options

Excess Tax Benefits from Stock-Based Awards

Dividends Paid Corrmn Stock

Parchase of Treasury Stock

Proceeds from Credit Facilities

Repayment of Credit Facilities

Proceeds from Issuance of Senior Long-Term Debt

Settlement of Interest Rate Derivative Instrument

Other

Net Cash Provided by Used in Financing Activities

Increase Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

The accompanying notes are an integral part of these financial statements

Year Ended Decerrber 31

2011 2010 2009

453 725 131

965 883 816

105 58 11

25 113 22
759 144 604

81 71 296

30 21

22 70 606

58 54 49

40 15 10

244 86 28
18

234 19
75 34 38

42 58
2170 1946 1508

2594 1885 1268
527

458

69
77 564

3113 1779 1265

38 47 17

15 25

143 127 126

17 13
520 760 340

870 792 1564
1828 989

40
14 29

1317 100 369

374 67 126

1081 1014 1140

$1455 1081 1014
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Noble Energy Inc

Consolidated Statements of Shareholders Equity

in millions

December 31 2008

Net Loss

Stock-based Compensation Expense

Exercise of Stock Options

Tax Benefits Related to Exercise of Stock Options

Restricted Stock Awards Net

Cash Dividends 72 cents per share

Purchase of Treasury Stock

Oil and Gas Cash Flow Hedges

Realized Arrounts Reclassified Into Earnings

Net Change in Other

December 31 2009

Net Incone

Stock-based Corrpensation Expense

Exercise of Stock Options

Tax Benefits Related to Exercise of Stock Options

Restricted Stock Awards Net

Cash Evidends 72 cents per Share

Purchase of Treasury Stock

Rabbi Trust Shares Sold

Oil and Gas Cash Flow Hedges

Realized Arrounts Reclassified Into Earnings

Interest Rate Cash Flow Hedges

Unrealized Change in Fair Value

Net Change in Other

December 31 2010

Net Incone

Stock-based Corrpensation Expense

Exercise of Stock Options

Tax Benefits Related to Exercise of Stock Options

Restricted Stock Awards Net

Cash Dvidends 80 cents per share

Purchase of Treasury Stock

Rabbi Trust Shares Sold

Interest Rate Cash Flow Hedges

Unrealized Change in Fair Value

Net Change in Other

December 31 2011

49

15

126

36

75 615 3942

13

17

725

127

Total

Shareholders

Buity

6309

131
49

17

126

36

6157

725

54

47

25

127
13

12

41

453

58

38

15

143
17

15

11
7.265

Accurrulated

Other

Cornron Additional Paid Comprehensive
Stock in Capital Loss

641 2193 110

Treasury

Stock Retained

at Cost Earnings

614 4199

131

645 2260

54

42

25

12

41

651 2385 104 624 4540 6848

58

35

15

453

143

The accompanying notes are an integral part of these financial statements

15

11
656 2497 100 638 4850
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Noble Energy Inc

Notes to Consolidated Financial Statements

Note Summary of Significant Accounting Policies

General Noble Energy Inc Noble Energy we or us is leading independent energy company engaged ri

worldwide oil and gas exploration and production Our core operating areas are the DJ Basin Marcellus Shale

deepwater Gulf of Mexico offshore Eastern Mediterranean and offshore West Africa

Basis of Presentation and Consolidation Accounting policies used by us and our subsidiaries conform to US

GAAP Significant policies are discussed below Our consolidated accounts include our accounts and the accounts of

our wholly-owned subsidiaries We use the equity method of accounting for investments in entities that we do not

control but over which we exert significant influence We carry equity method investments at our share of net assets

of the equity investees plus our loans and advances Differences in the basis of the investment and the separate net

asset value of the investee if any are amortized into income over the remaining useful life of the underlying assets

See Note Equity Method Investments All significant intercompany balances and transactions have been

eliminated upon consolidation

Use of Estimates The preparation of consolidated financial statements in conformity with US GAAP requires us to

make number of estimates and assumptions relating to the reported amounts of assets and liabilities and the

disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported

amounts of revenues and expenses during the reporting period

Estimated quantities of crude oil and natural gas reserves are the most significant of our estimates All the reserves

data included in this Form 10-K are estimates Reservoir engineering is subjective process of estimating

underground accumulations of crude oil and natural gas There are numerous uncertainties inherent in estimating

quantities of proved crude oil and natural gas reserves The accuracy of any reserves estimate is function of the

quality of available data and of engineering and geological interpretation and judgment As result reserves

estimates may be different from the quantities of crude oil and natural gas that are ultimately recovered Qualified

petroleum engineers in our Houston and Denver offices prepare all reserves estimates for our different geographical

regions These reserves estimates are reviewed and approved by senior engineering staff and division management

with final approval by the Vice President Strategic Planning Environmental Analysis Reserves and certain

members of senior management See Supplemental Oil and Gas Information Unaudited

Other items subject to estimates and assumptions include the carrying amounts of property plant and equipment and

goodwill asset retirement obligations valuation allowances for receivables and deferred income tax assets valuation

of derivative instruments and obligations related to employee benefits among others Management evaluates

estimates and assumptions on an ongoing basis using historical experience and other factors including the current

economic and commodity price environment The volatility of commodity prices including the further decline in US

natural gas prices occurring in early 2012 results in increased uncertainty inherent in such estimates and

assumptions Further decline in natural gas prices or significant decline in crude oil prices could result in reduction

in our fair value estimates and cause us to perform analyses to determine if our oil and gas properties and/or goodwill

are impaired As future commodity prices cannot be determined accurately actual results could differ significantly

from our estimates See Supplemental Oil and Gas Information Unaudited

Reclassification Certain reclassifications have been made to the 2010 and 2009 consolidated financial statements

to conform to the 2011 presentation These reclassifications were not material to the financial statements

Fair Value Measurements Fair value measurements are based on hierarchy which prioritizes the inputs to

valuation techniques used to measure fair value into three levels The fair value hierarchy is as follows

Level measurements are fair value measurements which use quoted market prices unadjusted in active

markets for identical assets or liabilities

Level measurements are fair value measurements which use inputs other than quoted prices included

within Level which are observable for the asset or liability either directly or indirectly

Level measurements are fair value measurements which use unobservable inputs

The fair value hierarchy gives the highest priority to Level measurements and the lowest priority to Level

measurements We use Level inputs when available as Level inputs generally provide the most reliable evidence

of fair value See Note 16 Fair Value Measurements and Disclosures

Cash and Cash Equivalents For purposes of reporting cash flows cash and cash equivalents include unrestricted

cash on hand and investments with original maturities of three months or less at the time of purchase

Allowance for Doubtful Accounts We routinely assess the recoverability of all material trade and other

receivables to determine their collectibility We accrue reserve on receivable when based on managements

judgment it is probable that receivable will not be collected and the amount of such reserve may be reasonably

estimated See Note Allowance for Doubtful Accounts

Inventories Inventories consist primarily of tubular goods and production equipment used in our oil and gas

operations and crude oil produced but not yet sold Materials and supplies inventories are stated at the lower of
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Noble Energy Inc

Notes to Consolidated Financial Statements

average cost or market The cost of crude oil inventory includes production costs and DDA of oil and gas properties

See Note Inventories

Property Plant and Equipment Significant accounting policies for our property plant and equipment are as

follows

Successful Efforts Method We account for crude oil and natural gas properties under the successful efforts method

of accounting Under this method costs to acquire mineral interests in crude oil and natural gas properties drill and

equip exploratory wells that find proved reserves and drill and equip development wells are capitalized Capitalized

costs of producing crude oil and natural gas properties along with support equipment and facilities are amortized to

expense by the unit-of-production method based on proved crude oil and natural gas reserves on field-by-field

basis as estimated by our qualified petroleum engineers Our policy is to use quarter-end reserves and add back

current period production to compute quarterly DDA expense Costs of certain gathering facilities or processing

plants serving number of properties or used for third-party processing are depreciated using the straight-line

method over the useful lives of the assets ranging from five to 14 years Upon sale or retirement of depreciable or

depletable property the cost and related accumulated DDA are eliminated from the accounts and the resulting gain

or loss is recognized Repairs and maintenance are expensed as incurred

Proved Property Impairment We review individually significant proved oil and gas properties and other long-lived

assets for impairment at least bi-annually at year-end and mid-year or quarterly when events and circumstances

indicate decline in the recoverability of the carrying values of such properties such as negative revision of

reserves estimates or sustained decrease in commodity prices We estimate future cash flows expected in

connection with the properties and compare such future cash flows to the carrying amount of the properties to

determine if the carrying amount is recoverable When the carrying amount of property exceeds its estimated

undiscounted future cash flows the carrying amount is reduced to estimated fair value Fair value may be estimated

using comparable market data discounted cash flow method or combination of the two In the discounted cash

flow method estimated future cash flows are based on managements expectations for the future and include

estimates of future oil and gas production commodity prices based on published forward commodity price curves as

of the date of the estimate operating and development costs and risk-adjusted discount rate

We recorded proved property impairment charges in 2011 2010 and 2009 It is likely that other proved oil and gas

properties could become impaired in the future if commodity prices significantly decline See Note Asset

Impairments

Unproved Property Impairment Our unproved properties consist of leasehold costs and allocated value to probable

and possible reserves from acquisitions We assess individually significant unproved properties for impairment on

quarterly basis and recognize loss at the time of impairment by providing an impairment allowance In determining

whether significant unproved property is impaired we consider numerous factors including but not limited to

current exploration plans favorable or unfavorable exploration activity on the property being evaluated and/or

adjacent properties our geologists evaluation of the property and the remaining months in the lease term for the

property

When we have allocated fair value to an unproved property as the result of transaction accounted for as business

combination we use future cash flow analysis to assess the unproved property for impairment Cash flows used in

the impairment analysis are determined based on managements estimates of crude oil and natural gas reserves

future commodity prices and future costs to extract the reserves Cash flow estimates related to probable and

possible reserves are reduced by additional risk-weighting factors Other individually insignificant unproved properties

are amortized on composite method based on our experience of successful drilling and average holding period It is

reasonably possible that unproved oil and gas properties could become impaired in the future if commodity prices

decline See Note Asset Impairments

Properties Acquired in Business Combinations When sufficient market data is not available we determine the fair

values of proved and unproved properties acquired in transactions accounted for as business combinations by

preparing our own estimates of crude oil and natural gas reserves We estimate future prices to apply to the

estimated reserves quantities acquired and estimate future operating and development costs to arrive at estimates

of future net cash flows For the fair value assigned to proved reserves future net cash flows are discounted using

market-based weighted average cost of capital rate determined appropriate at the time of the business combination

To compensate for the inherent risk of estimating and valuing unproved reserves discounted future net cash flows of

probable and possible reserves are reduced by additional risk-weighting factors See Note Acquisitions and

Divestitures

Exploration Costs Geological and geophysical costs delay rentals amortization of unproved leasehold costs and

costs to drill exploratory wells that do not find proved reserves are expensed as oil and gas exploration We carry the

costs of an exploratory well as an asset if the well finds sufficient quantity of reserves to justify its capitalization as

producing well and as long as we are making sufficient progress assessing the reserves and the economic and

operating viability of the project For certain capital-intensive deepwater Gulf of Mexico or international projects it

may take us more than one year to evaluate the future potential of the exploration well and make determination of

its economic viability Our ability to move forward on project may be dependent on gaining access to transportation

92



Noble Energy Inc

Notes to Consolidated Financial Statements

or processing facilities or obtaining permits and government or partner approval the timing of which is beyond our

control In such cases exploratory well costs remain suspended as long as we are actively pursuing access to

necessary facilities and access to such permits and approvals and believe they will be obtained We assess the

status of suspended exploratory well costs on quarterly basis See Note Capitalized Exploratory Well Costs

Other Property Other property includes automobiles trucks airplanes office furniture computer equipment and

other fixed assets such as building and leasehold improvements These items are recorded at cost and are

depreciated on the straight-line method based on expected lives of the individual assets or group of assets which

range from three to ten years

Capitalization of Interest We capitalize interest costs associated with the development and construction of significant

properties or projects to bring them to condition and location necessary for their intended use which for crude oil

and natural gas assets is at first production from the field Interest is capitalized using an interest rate equivalent to

the weighted average rate we pay on long-term debt including the credit
facility

and bonds Capitalized interest is

included in the cost of oil and gas assets and amortized with other costs on unit-of-production basis Capitalized

interest totaled $132 million in 2011 $67 million in 2010 and $45 million in 2009

Asset Retirement Obligations Asset retirement obligations consist of estimated costs of dismantlement removal

site reclamation and similar activities associated with our oil and gas properties We recognize the fair value of

liability
for an ARO in the period in which it is incurred when we have an existing legal obligation associated with

the retirement of our oil and gas properties that can reasonably be estimated with the associated asset retirement

cost capitalized as part of the carrying cost of the oil and gas asset The asset retirement cost is determined and

is inflated into future dollars using an inflation rate that is based on the consumer price index The future projected

cash flows are then discounted to their present value using credit-adjusted risk-free rate After initial recording

the liability
is increased for the passage of time with the increase being reflected as accretion expense and

included in our DDA expense in the statement of operations Subsequent adjustments in the cost estimate are

reflected in the
liability

and the amounts continue to be amortized over the useful life of the related long-lived asset

See Note 11 Asset Retirement Obligations

Goodwill In September 2011 the FASB issued Accounting Standards Update No 2011-08 Intangibles Goodwill

and Other Topic 350 Testing Goodwill for Impairment ASU 2011-08 ASU 2011-08 permits an entity to first assess

qualitative factors to determine whether it is more likely than not that the fair value of reporting unit is less than its

carrying amount as basis for determining whether it is necessary to perform the two-step goodwill impairment test

The more-likely-than-not threshold is defined as having likelihood of more than 50 percent Under ASU 2011-08 an

entity is not required to calculate the fair value of reporting unit unless the entity determines that it is more likely

than not that its fair value is less than its carrying amount ASU 2011-08 is effective for annual periods beginning after

December 15 2011 but early adoption is permitted We adopted ASU 2011-08 as of December31 2011 The

adoption of ASU 2011-08 did not have any impact on our financial position and results of operations as of December

31 2011 as it is change in application of the goodwill impairment test only

Goodwill represents the excess of the cost of an acquired entity over the net amounts assigned to assets acquired

and liabilities assumed Goodwill is not amortized to earnings but is qualitatively assessed annually in the fourth

quarter If based on our qualitative procedures it is more likely than not that the fair value of the reporting unit is less

than its carrying amount we perform the two-step goodwill impairment test The two-step goodwill impairment test is

also performed whenever events or changes in circumstances indicate that the carrying value may not be

recoverable No goodwill impairment was indicated at December 31 2011 However it is possible that goodwill could

become impaired in the future if commodity prices or other economic factors become less favorable See Note

Goodwill

Derivative Instruments and Hedging Activities All derivative instruments including certain derivative instruments

embedded in other contracts are recorded in our consolidated balance sheets as either an asset or liability
and

measured at fair value Changes in the derivative instruments fair value are recognized currently in earnings unless

the derivative instrument has been designated as cash flow hedge and specific cash flow hedge accounting criteria

are met Under cash flow hedge accounting unrealized gains and losses are reflected in shareholders equity as

accumulated other comprehensive loss AOCL until the forecasted transaction occurs The derivatives gains or

losses are then offset against related results on the hedged transaction in the statements of operations

company must formally document designate and assess the effectiveness of transactions that receive hedge

accounting Only derivative instruments that are expected to be highly effective in offsetting anticipated gains or

losses on the hedged cash flows and that are subsequently documented to have been highly effective can qualify for

hedge accounting Effectiveness must be assessed both at inception of the hedge and on an ongoing basis Any

ineffectiveness in hedging instruments whereby gains or losses do not exactly offset anticipated gains or losses of

hedged cash flows is measured and recognized in earnings in the period in which it occurs When using hedge

accounting we assess hedge effectiveness quarterly based on total changes in the derivative instruments fair value

by performing regression analysis hedge is considered effective if certain statistical tests are met We record

hedge ineffectiveness in gain loss on commodity derivative instruments
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Accounting for Commodity Derivative Instruments We account for our commodity derivative instruments using mark-

to-market accounting and recognize all gains and losses in earnings during the period in which they occur

We offset the fair value amounts recognized for derivative instruments and the fair value amounts recognized for the

right to reclaim cash collateral or the obligation to return cash collateral The cash collateral commonly referred to as

margin must arise from derivative instruments recognized at fair value that are executed with the same
counterparty under master netting arrangement

Accounting for Interest Rate Derivative Instruments We designate interest rate derivative instruments as cash flow

hedges Changes in fair value of interest rate swaps or interest rate locks used as cash flow hedges are reported in

AOCL to the extent the hedge is effective until the forecasted transaction occurs at which time they are recorded as

adjustments to interest expense over the term of the related notes

See Note 10 Derivative Instruments and Hedging Activities

Pension and Other Postretirement Benefit Plans We recognize the funded status the difference between the fair

value of plan assets and the projected benefit obligation of our defined benefit pension restoration and other

postretirement benefit plans in the consolidated balance sheets with corresponding adjustment to AOCL net of tax

The amount remaining in AOCL at December 31 2011 represents unrecognized net actuarial loss unrecognized

prior service cost and unrecognized net transition obligation remaining from the initial adoption of US GAAP for

employers accounting for pensions and other postretirement benefits These amounts are currently being recognized

as net periodic benefit cost pursuant to our historical accounting policy for amortizing such amounts Any actuarial

gains and losses that arise during the plan year but which are not required to be recognized as net periodic benefit

cost in the same period are recognized as component of AOCL See Note 14 Benefit Plans

Stock-Based Compensation Stock options and other stock-based compensation issued to employees and

directors are recorded at grant-date fair value Expense is recognized on straight-line basis over the employees
and directors requisite service period generally the vesting period of the award in the consolidated statements of

operations See Note 15 Stock-Based Compensation

Income Taxes Income taxes are accounted for under the asset and liability method Deferred tax assets and

liabilities are recognized when items of income and expense are recognized in the financial statements in different

periods than when recognized in the applicable tax return Deferred tax assets arise when expenses are recognized
in the financial statements before the tax return or when income items are recognized in the tax return prior to the

financial statements Deferred tax assets also arise when operating losses or tax credits are available to offset tax

payments due in future years Deferred tax liabilities arise when income items are recognized in the financial

statements before the tax returns or when expenses are recognized in the tax return prior to the financial statements

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the

years in which those temporary differences are expected to be recovered or settled The effect on deferred tax assets

and liabilities of change in tax rates is recognized in income in the period that includes the date when the change in

the tax rate was enacted See Note 13 Income Taxes

Treasury Stock We record treasury stock purchases at cost which includes incremental direct transaction costs

Amounts are recorded as reductions in shareholders equity in the consolidated balance sheets

Revenue Recognition and Imbalances We record revenues from the sales of crude oil natural gas and NGLs
when the product is delivered at fixed or determinable price title has transferred and collectibility is reasonably

assured

When we have an interest with other producers in properties from which natural gas is produced we use the

entitlements method to account for any imbalances Imbalances occur when we sell more or less product than we are

entitled to under our ownership percentage Revenue is recognized only on the entitlement percentage of volumes

sold Any amount that we sell in excess of our entitlement is treated as liability and is not recognized as revenue

Any amount of entitlement in excess of the amount we sell is recognized as revenue and receivable is accrued

Basic and Diluted Earnings Per Share Basic earnings per share EPS of our common stock is computed on the

basis of the weighted average number of shares outstanding during each period The diluted EPS of our common
stock includes the effect of outstanding common stock equivalents such as stock options shares of restricted stock

and/or shares of our stock held in rabbi trust except in periods in which there is net loss See Note 17 Earnings

Per Share

Contingencies We are subject to legal proceedings claims and liabilities that arise in the ordinary course of

business We accrue for losses associated with legal claims when such losses are considered probable and the

amounts can be reasonably estimated See Note 21 Commitments and Contingencies

We self-insure the medical and dental coverage provided to certain employees and the deductibles for workers

compensation automobile liability and general liability coverage Liabilities are accrued for self-insured claims or

when estimated losses exceed coverage limits and when sufficient information is available to reasonably estimate

the amount of the loss
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Foreign Currency The US dollar is considered the functional currency for each of our international operations

Transactions that are completed in foreign currencies are remeasured into US dollars and recorded in the financial

statements at prevailing foreign exchange rates Transaction gains or losses were not material in any of the periods

presented and are included in other non-operating income expense net in the consolidated statements of

operations

Segment Information Accounting policies for geographical segments are the same as those described above

Transfers between segments are accounted for at market value We do not consider interest income and expense or

income tax benefit or expense in our evaluation of the performance of geographical segments See Note 18

Segment Information

Recently Issued Accounting Standards In May 2011 the Financial Accounting Standards Board FASB issued

Accounting Standards Update No 20 11-04 Fair Value Measurement Topic 820 Amendments to Achieve Common

Fair Value Measurement and Disclosure Requirements in U.S GAAP and IFRSs ASU 2011-04 ASU 2011-04

clarifies application of fair value measurement and disclosure requirements and is effective for annual periods

beginning after December 15 2011 We are currently evaluating the provisions of ASU 2011-04 and assessing the

impact if any it may have on our financial position and results of operations

In June 2011 the FASB issued Accounting Standards Update No 2011-05 Comprehensive Income Topic 220
Presentation of Comprehensive Income ASU 2011-05 ASU 2011-05 provides that an entity that reports items of

other comprehensive income has the option to present comprehensive income in either one continuous financial

statement or two consecutive financial statements The update is intended to increase the prominence of other

comprehensive income in the financial statements ASU 2011-05 is effective for annual periods beginning after

December 15 2011

In December 2011 the FASB issued Accounting Standards Update No 2011-12 Comprehensive Income Topic

220 Deferral of the Effective Date for Amendments to the Presentation of Reclassitications of Items Out of

Accumulated Other Comprehensive Income in Accounting Standards Update No 2011-05 ASU 2011-12 The

Update defers the specific requirement to present items that are reclassified from accumulated other comprehensive

income to net income separately with their respective components of net income and other comprehensive income

As part of this update the FASB did not defer the requirement to report comprehensive income either in single

continuous statement or in two separate but consecutive financial statements ASU 2011-12 is effective for annual

periods beginning after December 15 2011

As of December 31 2011 we early adopted the provisions of ASU 2011-05 requiring presentation of comprehensive

income in two consecutive financial statements

As of December 31 2011 we early adopted the provisions of ASU 2011-08 See Goodwill above

In December 2011 the FASB issued Accounting Standards Update No 2011-11 Balance Sheet Topic 210
Disclosures about Offsetting Assets and Liabilities ASU 2011-11 ASU 2011-11 requires that an entity disclose

information about offsetting and related arrangements to enable users of its financial statements to understand the

effect of those arrangements on its financial position ASU 2011-11 is effective for annual periods beginning on or

after January 2013 We are currently evaluating the provisions of ASU 2011-11 and assessing the impact if any it

may have on our financial position and results of operations
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Note Additional Financial Statement Information

Additional statements of operations information is as follows

Year Ended Decerrter 31

2011 2010 2009

millions

Other Revenues

Electricity Sales 32 73 72

Refund of Deepwater Gulf of rvxico Royalties 86

Other 11

Total 32 72 169

Production Expense

Lease Operating Expense 397 376 372

Froduction and Ad Valorem Taxes 146 125 94

Transportation Expense 75 69 59

Total 618 570 525

Other Operating Expense Net

Deepwater Gulf of lVxico Fvbratorium Expense 18 27

Electricity Generation Expense 26 39 18

Write-down of SemCrude L.P Receivable 12

Loss on Involuntary Conversion

Other Net 38 37

Total 86 64 67

Other Non-Operating Income Expense Net

Deferred Corrpensation Expense 15 23

Interest Income 13
Other Income Expense Net

Total 12

Amount represents electricity sales from the Machala power plant located in Machala Ecuador Electricity generation expense
includes all operating and non-operating expenses associated with the plant including DDA and changes in the allowance for

doubtful accounts See Note Acquisitions and Divestitures Note Asset Impairments and Note Allowance for Doubtful

Accounts

The refund was attributable to royalties that we previously paid on crude oil and natural gas produced in the deepwater Gulf of

Mexico from January 2003 through July 31 2009

Amounts relate to
rig stand-by expense incurred prior to receiving permit to resume drilling activities in the deepwater Gulf of

Mexico in 2011 and costs to terminate deepwater Gulf of Mexico drilling rig contract due to the deepwater Gulf of Mexico

drilling moratorium in 2010

SeO Note Allowance for Doubtful Accounts

The loss on involuntary conversion represents our insurance deductible related to the Leviathan-2 appraisal well control

incident We suspended operations on the Leviathan-2 well offshore Israel in May 2011 when we identified water flowing to

the sea floor from the weilbore The incident was covered event under our well control insurance At this time we expect to

recover most of the costs from insurance subject to deductible The final amount to be recovered will be based on the cost to

drill the Leviathan-3 replacement well down to the same depth at which the incident occurred possible remediation activities

and/or abandonment activities at the Leviathan-2 well which have not yet been determined and other factors See footnote

below

Amount represents increases in the fair value of shares of our common stock held in rabbi trust See Note 14 Benefit Plans

Interest income for 2010 and 2009 includes $3 million and $11 million respectively related to the refund of deepwater Gulf of

Mexico royalties
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Additional balance sheet information is as follows

Decerrber 31

2011 2010

millions

Accounts Receivable Net

ConTrodity Sales
356 291

Joint Interest Billings
313 259

Other
123 33

Allow ance for Doubtful Accounts 27

Total 783 556

Other Current Assets

Inventories Current 78 112

Corrrrodity Derivative Assets Current 10 62

Deferred Incorre Taxes Net Current 41

Probable Insurance aair 15

Prepaid Expenses and Other Assets Current 36 18

Total 180 201

Other Noncurrent Assets

uity Mthod Investrrents 329 285

rvjtuaI Fund Investrrents 99 112

Corrnodity Derivative Assets Noncurrent 37

Other Assets Noncurrent 83 87

Total 548 484

Other Current Liabilities

Production and Ad Valorem Taxes 121 110

Corrrrodity Derivative Liabilities Current 76 24

Interest Rate Derivative Liability
Current 63

Incorre Taxes Payable
127 90

Asset Retirerrent Obligations Current 33 45

Interest Payable 56 36

CONSOL Installrrent Payrrent Net 324

Current Portion of FPSO Lease Obligation 45

Other Liabilities Current 143 127

Total 925 495

Other Noncurrent Liabilities

Deferred Corrpensation Liabilities Noncurrent 222 229

Asset Retirerrent Obligations Noncurrent 344 208

Accrued Benefit Costs Noncurrent 88 76

Corrrrodity Derivative Liabilities Noncurrent 51

Other Liabilities Noncurrent 91 66

Total 752 630

The decrease in the allowance for doubtful accounts from December31 2010 is due primarily to the transfer of assets to the

Ecuadorian government See Note Acquisitions and Divestitures and Note Allowance for Doubtful Accounts

Amount represents the costs incurred to date net of insurance deductible and cash receipts for the Leviathan-2 appraisal well

See footnote above

The increase inequity method investments from December 31 2010 is due primarily to our acquisition of 50% interest in

CONE See Note Acquisitions and Divestitures

See Note 11 Asset Retirement Obligations

See Note Acquisitions and Divestitures and Note 12 Long-Term Debt

97



Noble Energy Inc

Notes to Consolidated Financial Statements

Supplemental statements of cash flow information is as follows

Year Ended Decerrber 31

2011 2010 2009

millions

Cash Paid During the Year For

Interest Net of ArrDunt Capitalized 32 66 52

Incon Taxes Paid Net 288 173 227

Non-Cash Financing and Investing Activities

Increase in CONSOL Instalirrent Paynents Net of Discount 639

Increase in FFSO Lease Obligation 66 266 29

See Note Acquisitions and Divestitures and Note 12 Long-Term Debt

Note Acquisitions and Divestitures

Marcel/us Shale Joint Venture On September 30 2011 we closed an agreement with subsidiary of CONSOL

Energy Inc CONSOL for the development of Marcellus Shale properties in southwest Pennsylvania and northwest

West Virginia Under the agreement we acquired 50% interests in approximately 628000 net undeveloped acres

certain producing properties and existing infrastructure for approximately $1.3 billion including post-closing

adjustments We and CONSOL also formed CONE Gathering LLC CONE to own and operate the existing and

future infrastructure We have paid total of $596 million to date and other than post-closing adjustments the

remainder will be paid in two annual installments See Note Equity Method Investments and Note 12 Long-Term

Debt

As part of the joint venture transaction we agreed to fund one-third of CONSOLs 50% working interest share of

future drilling and completion costs up to approximately $2.1 billion CONSOL Carried Cost Obligation The

CONSOL Carried Cost Obligation is expected to extend over approximately eight years or more The CONSOL
Carried Cost Obligation is capped at $400 million in each calendar year and will be suspended if average Henry Hub

natural gas prices fall and remain below $4.00 per MMBtu in any three consecutive month period and will remain

suspended until average Henry Hub natural gas prices are above $4.00 per MMBtu for three consecutive months

The carry terms ensure economic alignment with our partner in periods of low natural gas prices Amounts paid

pursuant to the CONSOL Carried Cost Obligation will be recorded as increases in property plant and equipment in

our consolidated balance sheets and as investing activities in our consolidated statements of cash flows See Note

21 Commitments and Contingencies

In connection with the joint venture transaction and formation of CONE we recorded the following

Decerrter 31
2011

millions

Unproved Oil and Gas Properties 853

Proved Oil and Gas Properties 386

Initial Investrrent in CONE Gathering LLC 69

Total Assets Acquired 1308

1Total reflects impact of discount on CONSOL installment payments

To estimate the fair value of the proved oil and gas properties as of the acquisition date we used an income

approach We utilized discounted cash flow model which took into account the following inputs to arrive at

estimates of future net cash flows

estimated quantities of crude oil and natural gas reserves prepared by our qualified petroleum engineers

managements estimates of future commodity prices based on NYMEX Henry Hub natural gas futures prices

and adjusted for estimated location and quality differentials

estimated future production rates based on our experience with similar properties which we operate and

estimated timing and amounts of future operating and development costs based on our experience with

similar properties which we operate

We discounted the resulting future net cash flows using market-based weighted average cost of capital rate

determined appropriate at the acquisition date The fair value of the proved producing properties is considered

Level fair value measurement See Note 16 Fair Value Measurements and Disclosures

Certain data necessary to complete the final purchase price allocation for proved oil and gas properties is not yet

available and includes but is not limited to final appraisals of assets acquired and liabilities assumed We expect to

complete the final purchase price allocation during the 12-month period following the acquisition date during which

time the preliminary allocation may be revised
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Gas Gathering Agreement with CONE In connection with the Marcellus Shale Joint Venture described above we

entered into 50-year gathering and marketing agreement with CONE Under the terms of the gathering and

marketing agreement we will pay CONE minimum annual revenue commitment MARC The MARC will be

adjusted annually based on projected gathering volumes operating expenses capital expenditures and other

factors For fiscal year 2011 the MARC totaled approximately $3 million See Note 21 Commitments and

Contingencies

We also have agreed to fund an annual work program for the construction of additional pipeline assets to receive and

deliver production from future wells Amounts to be contributed in future years to fund our proportionate share of the

annual work program will be dependent upon anticipated production locations volumes and other factors We

account for our 50% interest in CONE using the equity method therefore our share of income is reported as income

from equity method investees in our consolidated statements of operations Our investment in CONE is reported as

investment in equity method investee in our consolidated balance sheets and reflects our cash contributions to the

entity See Note Equity Method Investments

Exit from Ecuador On November 25 2010 the government of Ecuador terminated the Block PSC 100% working

interest with our subsidiary EDC Ecuador Ltd as we had not negotiated service contract on Block in accordance

with the terms of newly enacted hydrocarbon law The hydrocarbon law aimed to change current production-sharing

arrangements into service contracts and provided for renegotiation of certain contracts

In May 2011 we transferred our assets in Ecuador to the Ecuadorian government We received cash proceeds of

$73 million for the transfer of our offshore Amistad field assets onshore gas processing facilities and Block PSC

and the assignment of the Machala Power electricity concession and its associated assets Our net book value for the

assets had been reduced due to previous impairment charges resulting in pre-tax gain of $25 million We did not

consider the property disposition material for discontinued operations presentation

DJ Basin Asset Acquisition In March 2010 we acquired substantially all of the US Rocky Mountain assets of Petro

Canada Resources USA Inc and Suncor Energy Natural Gas America Inc for $498 million The acquisition

included properties located in the DJ Basin one of our core operating areas The total purchase price was allocated

to the proved and unproved properties acquired based on fair values at the acquisition date

The total purchase price and allocation of the total purchase price are as follows

millions

Total Purchase Price

Cash Paid 458

Net Liabilities Assuned 40

Total 498

Allocation of Total Purchase Price

Proved Oil and Gas Properties 352

Unproved Oil and Gas Properties 146

Total 498

Sale of Onshore US Assets In August 2010 we sold non-core assets in the Mid-Continent and Illinois Basin areas

Information regarding the assets sold is as follows

Year Ended

December 31

2010

millions

Cash Proceeds 552

Less

Net Book Value of Assets Sold 394
Goodw ill Allocated to Assets Sold 61
Asset Retirerrent Obligations Associated with Assets Sold 10

Other aosing Adjustnnts

Gain on Asset Sale 110

December 31

2010
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Note Asset Impairments

Pre-tax non-cash asset impairment charges were as follows

Year Ended Decenter 31

2011 2010 2009

millions

Rceance Onshore US 487

Tn-State Onshore US 121

Iron Horse Onshore US 15 89

East Texas Onshore US 128

New Albany Shale Onshore US 19 44

Granite Wash Onshore US 389

Mein Pass Gull of Mexico Shell 48

Raton Deepwater Gull of Mexico 23

Noa/Nea South Offshore Israel 25

Enuador 100

Other Onshore US Proved Properties

Other Offshore International Roved Properties

Total 759 144 604

2011 Asset Impairments Due to significant decline in spot and five-year forward natural gas prices specifically

during the fourth quarter of 2011 as well as field performance we determined that the carrying amounts of certain of

our onshore US developments were not recoverable from future cash flows and therefore were impaired The assets

were written down to their estimated fair values which were determined using discounted cash flow models The

discounted cash flow models included managements estimates of future oil and gas production commodity prices

based on forward commodity price curves as of the date of the estimate operating and development costs and

discount rates

2010 Asset Impairments Due to declines in natural gas prices and recent drilling results we determined that the

carrying amount of our onshore US development at Iron Horse was not recoverable from future cash flows and
therefore was impaired We also recorded impairments of our non-core New Albany Shale assets which had been

reclassified to held-for-sale our deepwater Gulf of Mexico development at Raton primarily due to declines in natural

gas prices Gulf of Mexico shelf asset and our investment in the Noa/Noa South development offshore Israel At

December 31 2010 we believed that it was less likely that Noa would be pursued for development due to near-term

capability at the Man-B field and the longer-term outlook from our discoveries at Tamar and Leviathan During 2011
due to unexpected natural gas supply disruptions into Israel we decided to develop Noa/Noa South

The Iron Horse Raton and Gulf of Mexico Shelf assets were written down to their estimated fair values which were

determined using discounted cash flow models as described above The New Albany Shale assets were written

down to anticipated sales proceeds less costs to sell

2009 Asset Impairments Declines in natural gas prices resulted in impairments of Granite Wash an onshore US
area where we significantly reduced our investment beginning in 2007 and our New Albany Shale development We
also impaired our deepwater Gulf of Mexico development at Raton primarily due to well performance issues and our

Gulf of Mexico shelf asset at Main Pass which had been reclassified from held-for-sale to held-and-used The

assets were written down to their estimated fair values which were determined using discounted cash flow models

as described above

We also reviewed our investment in Ecuador for impairment as result of the increasingly unsettled economic and

political environment in Ecuador and determined that the carrying value of our investment exceeded its fair value

We estimated the fair value of our investment using probability-weighted discounted cash flow model that

considered the likelihood of possible outcomes of the event of continued operation of the assets in contemplation

of resolving the dispute and in accordance with the existing contract the event of sale of our investment to

third party and the event of arbitration with varying degrees of award and collection The use of alternative

judgments and/or assumptions could have resulted in the recognition of an impairment charge that was significantly

different

See also Note 16 Fair Value Measurements and Disclosures

100



Noble Energy Inc

Notes to Consolidated Financial Statements

Changes in the allowance for doubtful accounts were as follows

Year Ended Decenter 31

2011 2010 2009

millions

Balance Beginning of riod 27 31 97

Changes

Allowance for Ecuador Receivable 14

Recovery of Ecuador Receivable 19 46
Allowance for SemCrude L.P Receivable 12

Other Changes

Net Changes Before Write-off 18 18
Write-off of SemCrude L.P Receivable 49
Other Write-offs

Balance End of riod 27 31

During 2011 recovery of approximately $19 million for outstanding receivables was included in the final terms of our agreement

to transfer our assets and the associated electricity concession and PSC to the Ecuadorian government See Note

Acquisitions and Divestitures Amount in 2009 was received in accordance with the terms of settlement agreement and

included as reduction in
electricity generation expense

SemCrude L.P was crude oil purchaser who filed voluntary petition for reorganization under Chapter 11 of the Bankruptcy

Code in 2008

Note Inventories

Inventories consisted of the following

Decerrber 31

2011 2010

millions

Materials and Supplies
56 95

Crude Oil
22 17

Total 78 112

Note Capitalized Exploratory Well Costs

We capitalize exploratory well costs until determination is made that the well has found proved reserves or is

deemed noncommercial If well is deemed to be noncommercial the well costs are immediately charged to

exploration expense

Changes in capitalized exploratory well costs are as follows and exclude amounts that were capitalized and

subsequently expensed in the same period

Year Ended Decerrber 31

2011 2010 2009

millions

Capitalized Exploratory Well Costs Beginning of Friod 466 463 522

Additions to Capitalized Exploratory Well Costs Fnding Deterrrination of Proved Reserves 322 161 153

Reclassified to Proved Oil and Gas Properties Based on Deterrrination of Proved Reserves 55 155 205

Capitalized Exploratory Well Costs Charged to Expense 37

Capitalized Exploratory Well Costs End of Friod 696 466 463

The following table provides an aging of capitalized exploratory well costs suspended well costs based on the date

that drilling commenced and the number of projects for which exploratory well costs have been capitalized for

period greater than one year since the commencement of drilling

Note Allowance for Doubtful Accounts
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Decenter 31
2011 2010 2009

millions

Exploratory Well Costs Capitalized for Friod of One Year or Less 318 166 175

Exploratory Well Costs Capitalized for FŁriod Greater Than One Year Since

Cornrencement of Drilling 378 300 288
Balance at End of Friod 696 466 463

Nurrber of Rojects ith Exploratory Well Costs That Have Been Capitalized for

Friod Greater Than One Year Since Cormiencerrnt of Drilling

The following table provides further aging of those exploratory well costs that have been capitalized for period

greater than one year since the commencement of drilling as of December 31 2011

Suspended Since

2008

Total 2010 2009 Rior

millions

CountrylProject

Offshore Equatorial Guinea

BlocksOandl 112 19 87

Offshore Cameroon

YoYo 40 36

Offshore Israel

Leviathan 41 41

Dalit 22 21

Deepwater Gulf of Mexico

Gunf lint 59 50

Deep Blue 73 54 19

North Sea

Selkirk 23 21

Other

projects of $10 rrllion or less each

Total 378 116 68 194

Blocks and Blocks and are crude oil natural gas and natural gas condensate discoveries During the second

quarter of 2011 we drilled the successful Diega appraisal well which encountered both crude oil and natural gas We
have drilled two sidetracks each of which encountered hydrocarbons We are currently finalizing our appraisal of

Diega and are evaluating regional development scenarios

YoYo YoYo is 2007 natural gas and condensate discovery During 2011 we acquired and processed additional 3-

seismic information and are evaluating for future drilling potential

Leviathan Leviathan is 2010 natural gas discovery We are continuing to evaluate the discovery with the

successful drilling of the Leviathan-3 appraisal well In January 2012 we resumed drilling at the Leviathan-i well in

order to evaluate two additional intervals for the existence of crude oil Results from these deeper tests are expected

during the first half 2012 We will require an additional one or two appraisal wells to further define Leviathans

boundaries in order to determine the best development option including subsea tieback to existing shallow water

platform semi-submersible platform FPSO or floating LNG

Dalit Dalit is 2009 natural gas discovery We are currently working with our partners on cost-effective

development plan

Gun flint Gunflint Mississippi Canyon Block 948 is 2008 crude oil discovery Our plans to drill two or three

appraisal wells in 2011 were delayed by the post-Deepwater Moratorium permitting process In October 2011 we
received drilling permit and in December 2011 we resumed drilling at Gunflint We currently anticipate drilling up to

three appraisal wells to fully evaluate the extent of the reservoir We are also reviewing host platform options

including subsea tieback to an existing third-party host and construction of new facility If we are able to connect to

an existing third-party host the project could have an accelerated completion schedule thereby potentially absorbing
time lost due to the drilling delay caused by the Deepwater Moratorium and permit-related delay

Deep Blue Deep Blue Green Canyon Block 723 was significant test well which began drilling during 2009
When the Deepwater Moratorium was announced ri May 2010 we were required to suspend side track drilling

activities at the Deep Blue prospect In November 2011 we announced that we have finished the well and found

additional hydrocarbons in high quality reservoirs During first quarter of 2012 we will be completing additional

analysis of the data from the side track well
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Selkirk The Selkirk project is located in the UK sector of the North Sea Capitalized costs to date primarily consist of

the cost of drilling an exploratory well We are currently working with our partners on cost-effective development

plan including selection of host facility

Note Equity Method Investments

Investments accounted for under the equity method consist primarily of the following

45% interest in Atlantic Methanol Production Company LLC AMPCO which owns and operates methanol

plant and related facilities in Equatorial Guinea

28% interest in Alba Plant LLC Alba Plant which owns and operates liquefied petroleum gas processing

plant in Equatorial Guinea and

50% interest in CONE Gathering LLC CONE which owns and operates natural gas gathering facilities

servicing our joint venture properties in the Marcellus Shale

Equity method investments are included in other noncurrent assets in the consolidated balance sheets and our share

of earnings is reported as income from equity method investees in the consolidated statements of operations Our

share of income taxes incurred directly by the equity method investees is reported in income from equity method

investees and is not included in our income tax provision in our consolidated statements of operations At

December 31 2011 our retained earnings included $106 million related to the undistributed earnings of equity

method investees

The carrying value of our AMPCO investment was $14 million higher than the underlying net assets of the investee at

December 31 2011 The difference includes $10 million relating to capitalized interest which is being amortized into

earnings over the remaining useful life of the plant The remaining $4 million relates to note receivable from our

funding portion of the local governments share of the plants development The note receivable is being recovered

through distributions from AMPCO

Equity method investments are as follows

Decerrber 31

2011 2010

millions

Equity Method Investments

AMFCO 147 166

Alba Rant 96 107

CONE 72

Other
14 12

Total Equity lVthod Investments 329 285

103



Noble Energy Inc

Notes to Consolidated Financial Statements

Summarized 100% combined financial information for equity method investees is as follows

Decerrber 31

2011 2010

millions

Balance Sheet Information

Current Assets 374 307

Noncurrent Assets 827 735

Current Liabilities 360 265

Noncurrent Liabilities 16 16

Year Ended Decenter 31

2011 2010 2009

millions

Statements of Ope rations Inform ation

Operating Revenues 1139 809 632

Operating Expenses 335 296 264

Operating lncorr 804 513 368

Other Incorre Net 12 12 13
Incorre Before Incorre Taxes 816 525 381

Incorre Tax Provision 201 133 95

Net lncon 615 392 286

Note Goodwill

Changes in the carrying amount of goodwill were as follows

Year Ended

Decen-ber 31

2011 2010

millions

Goodw ill Beginning Balance 696 758

Arrount Allocated to Sale of Business Unit 61
Other

Goodw ill Ending Balance 696 696

See Note Acquisitions and Divestitures

Note 10 Derivative Instruments and Hedging Activities

Objective and Strategies for Using Derivative Instruments In order to mitigate the effect of commodity price

uncertainty and enhance the predictability of cash flows relating to the marketing of our crude oil and natural gas we
enter into crude oil and natural gas price hedging arrangements with respect to portion of our expected production

The derivative instruments we use include variable to fixed price commodity swaps two-way and three-way collars

and basis swaps

The fixed price swap two-way collar and basis swap contracts entitle us floating price payor to receive settlement

from the counterparty fixed price payor for each calculation period in amounts if any by which the settlement price

for the scheduled trading days applicable for each calculation period is less than the fixed strike price or floor price

We would pay the counterparty if the settlement price for the scheduled trading days applicable for each calculation

period is more than the fixed strike price or ceiling price The amount payable by us if the floating price is above the

fixed or ceiling price is the product of the notional quantity per calculation period and the excess of the floating price

over the fixed or ceiling price in respect of each calculation period The amount payable by the counterparty if the

floating price is below the fixed or floor price is the product of the notional quantity per calculation period and the

excess of the fixed or floor price over the floating price in respect of each calculation period

three-way collar consists of two-way collar contract combined with put option contract sold by us with strike

price below the floor price of the two-way collar We receive price protection at the purchased put option floor price of

the two-way collar if commodity prices are above the sold put option strike price If commodity prices fall below the

sold put option strike price we receive the cash market price plus the delta between the two put option strike prices

This type of instrument allows us to capture more value in rising commodity price environment but limits our

benefits in downward commodity price environment

We have also entered into forward contracts to hedge anticipated exposure to interest rate risk associated with public

debt financing
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While these instruments mitigate the cash flow risk of future reductions in commodity prices or increases in interest

rates they may also curtail benefits from future increases in commodity prices or decreases in interest rates

See Note 16 Fair Value Measurements and Disclosures for discussion of methods and assumptions used to

estimate the fair values of our derivative instruments

Counterparty Credit Risk Derivative instruments expose us to counterparty credit risk Our commodity derivative

instruments are currently with diversified group of highly rated major banks or market participants and we monitor

and manage our level of financial exposure Our commodity derivative contracts are executed under master

agreements which allow us in the event of default to elect early termination of all contracts with the defaulting

counterparty If we choose to elect early termination all asset and
liability positions with the defaulting counterparty

would be net settled at the time of election

We monitor the creditworthiness of our counterparties However we are not able to predict sudden changes in

counterparties creditworthiness In addition even if such changes are not sudden we may be limited in our ability to

mitigate an increase in counterparty credit risk Possible actions would be to transfer our position to another

counterparty or request voluntary termination of the derivative contracts resulting in cash settlement Should one

of these financial counterparties not perform we may not realize the benefit of some of our derivative instruments

under lower commodity prices or higher interest rates and could incur loss

Interest Rate Derivative Instrument In January 2010 we entered into an interest rate forward starting swap to

effectively fix the cash flows related to interest payments on our anticipated March 2011 debt issuance On February

15 2011 we settled the interest rate swap which had net liability position of $40 million Approximately $26 million

net of tax was recorded in accumulated other comprehensive loss AOCL and is being reclassified to interest

expense over the term of the notes The ineffective portion of the interest rate swap was de minimis See Note 12

Long-Term Debt

Unsettled Derivative Instruments As of December 31 201 we have entered into the following crude oil derivative

instruments

___________
Collars

Weighted

Average

Floor

A-ice

Bbls Per

Period Type_of_Contract
Index Day

2012 Swaps NYM\NTl 5000

2012 Swaps Dated Brent 8000

2012 Three-Way Collars NYMEXWTI 23000 61.09 83.04 101.66

2012 Three-Way Collars Dated Brent 3000 70.00 95.83 105.00

2013 Swaps Dated Brent 3000 98.03

2013 Three-Way Collars NYMEXWTI 5000 65.00 85.00 113.63

2013 Three-Way Collars Dated Brent 23000 82.61 100.32 127.62

2014 Three-Way Collars Dated Brent 5000 80.00 92.00 130.50

Instruments entered into during January 1-31 2012

2013 Three-Way Collars Dated Brent 5000 90.00 105.00 127.97

As of December 31 201 we have entered into the following natural gas derivative instruments

Sw aps Collars

Weighted Weighted Weighted Weighted

Average Average Average Average

MtvlBtu Fixed Short Put Floor Coiling

Period Type of Contract Index Per Day A-ice A-ice A-ice A-ice

2012 Swaps NYMEXHH 30000 5.10

2012 Two-Way Collars NYMEX HH 40000 3.25 5.14

2012 Three-Way Collars NYMEX HH 110000 4.44 5.25 6.66

2013 Swaps NYMEX HH 30000 5.25

2013 Two-Way Collars NYMEX HH 40000 3.25 5.14

2013 Three-Way Collars NYMEX HH 100000 3.88 4.75 5.63

Swaps

Weighted

Average

Fixed

A-ice

91.84

89.06

Weighted

Average

Short Put

A-ice

Weighted

Average

Coiling

A-ice
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As of December 31 2011 we have entered into the following natural gas basis swaps

Weighted Average

DifferentialFŁriod Index Index Less Differential MMBtu Fr Day

2012 lFERCCIG NYMEXHH 150000 0.52

Colorado Interstate Gas Northern System

Fair Value of Derivative Instruments

Asset Derivative Instrurrents

Decerrber 31

Liability Derivative lnstrurrnts

Decerrber 31

The effect of derivative instruments on our consolidated statements of operations was as follows

Commodity Derivative Instruments Not Designated as Hedging Instruments

Arrount of Gain Loss on Derivative Instrurrents Recognized in Incorre

Year Ended_Decerrber3l

2010 2009

Derivative Instruments in Cash Flow Hedging Relationships

Arrount of Gain Loss on

Derivative Instrurrents

Recognized in Other

Corrprehensive Incone Loss

2011 2010 2009

mi//ions

Corrrrodity Derivative InstrurrEnts in Previously

Designated Cash Flow Hedging Relationships

Crude Oil 19 58

Natural Gas

Interest Rate Derivative Instrurrents in

Cash Flow Hedging Relationships 23 63

Total 23 63 21 59

Includes effect of commodity derivative instruments previously accounted for as cash flow hedges All net derivative gains and

losses that were deferred in AOCL as result of previous cash flow hedge accounting had been reclassified to earnings by

December 31 2010

Fair Value Amounts and Gains and Losses on Derivative Instruments The fair values of derivative instruments in our

consolidated balance sheets were as follows

2011 2010 2011 2010

Balance Balance Balance Balance

Sheet Fair Sheet Fair Sheet Fair Sheet Fair

Location Value Location Value Location Value Location Value

millions

Comm odity Derivative

Instruments Not
Designated as Hedging Current Current Current Current

Instruments Assets 10 Assets 62 Liabilities 76 Liabilities 24

Noncurrent Noncurrent Noncurrent Noncurrent

Assets 37 Assets Liabilities Liabilities 51

Interest Rate Derivative

Instrument Designated as Current Current Current Current

Hedging Instrument Assets Assets Liabilities Liabilities 63

Total 47 Total 62 Total 83 Total 138

2011

mi//ions

Realized Mark-to-Market Gain 64 87 496
Unrealized Mark-to-Market Gain Loss 22 70 606

Total Gain Loss on Corrrrodity Derivative Instrurrents 42 157 110

Arrount of Gain Loss on

Derivative Instrurrents

Reclassified from Accunlated

Other Con-prehensive Loss

2011 2010 2009
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AOCL Interest Rate Derivative Instruments At December 31 2011 AOCL included deferred losses of $26 million

net of tax related to interest rate derivative instruments This amount will be reclassified to earnings as an adjustment

to interest expense over the terms of our senior notes due April 2014 and March 2041 Approximately $2 million of

deferred losses net of tax will be reclassified to earnings during the next 12 months and will be recorded as an

increase in interest expense

Note 11 Asset Retirement Obligations

Changes in asset retirement obligations were as follows

Year Ended December 31

2011 2010

millions

Asset Retirement Obligations Beginning Balance 253 232

Liabilities Incurred 23 17

Liabilities Settled 24 56

Revision of Estirrete 105 43

Accretion Expense
20 17

Asset Retirerrent Obligations Ending Balance 377 253

For the year ended December 31 2011 liabilities incurred were primarily due to the Marcellus Shale asset

acquisition as well as additions for the Alen project in Equatorial Guinea and Lochranza project in the North Sea

Liabilities settled related to deepwater and shelf properties in the Gulf of Mexico Revisions resulted from changes in

estimated abandonment costs mainly in the DJ Basin and deepwater Gulf of Mexico

For the year ended December 31 2010 liabilities incurred were primarily due to the DJ Basin asset acquisition

Liabilities settled related to non-core onshore US properties sold abandoned Gulf of Mexico shelf assets and Block

offshore Ecuador Revisions resulted from changes in estimated timing of actual abandonment due to shortened field

lives for certain UK assets and overall cost increases for assets located primarily in the deepwater Gulf of Mexico

Accretion expense is included in DDA expense in the consolidated statements of operations

Note 12 Long-Term Debt

Our debt consists of the following

December 31 December 31

2011 2010

Debt Interest Rate Debt Interest Rate

millions except percentages

Credit Facility due December 2012 Old Credit Facility
350 057%

Credit Facility due October 14 2016 New Credit Facility

cONSOL lnstallnent Payrrents due September 30 2012 and 2013 656 1.76%

FPSO Lease Obligation
355 295

514% Senior Notes due April 15 2014 200 5.25% 200 5.25%

814% Senior Notes due March 2019 1000 8.25% 1000 8.25%

4.15% Senior Notes due December 15 2021 1000 4.15%

714% Senior Notes due October 15 2023 100 7.25% 100 7.25%

8% Senkr Notes due April 2027 250 8.00% 250 8.00%

6% Senior Notes due March 2041 850 6.00%

71%% Senior Debentures due August 2097 84 7.25% 84 7.25%

Total 4495 2279

Unarrertized Discount 26
Total Debt Net of Discount 4469 2272

Less Arrunts Due Within One Year

t.ONSOL lnstallrrent Payrrent due September 30 2012 324

net of discount

FPSO Lease Obligation 45

Long-Term Debt Due After One Year 4100 2272

Amount reported at December 31 2010 was based on percentage of Aseng FPSO construction activities completed as of

December 31 2010 Amounts do not reflect future minimum lease payments See Aseng FPSO Lease Obligation below

All of our long-term debt is senior unsecured debt and is therefore pan passu with respect to the payment of both

principal and interest The indenture documents of each of our notes provide that we may prepay the instruments by

creating defeasance trust The defeasance provisions require that the trust be funded with securities sufficient in
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the opinion of nationally recognized accounting firm to pay all scheduled principal and interest due under the

respective agreements Interest on each of these issues is payable semi-annually Debt issuance costs of

approximately $35 million remain and are being amortized to expense over the life of the related debt issues

2011 Debt Offerings On February 18 2011 we closed an offering of $850 million senior unsecured notes receiving
net proceeds of $836million after deducting discount and underwriting fees The notes are due March 2041 and

pay interest semi-annually at 6% Total debt issuance costs of approximately $9 million were incurred and are being
amortized to expense over the term of the notes Approximately $470 million of the net proceeds were used to repay
outstanding indebtedness under our revolving credit facility and the balance of the proceeds has been used for

general corporate purposes

On December 2011 we closed an offering of $1.0 billion senior unsecured notes receiving net proceeds of $992
million after deducting discount and underwriting fees The notes are due December 15 2021 and pay interest semi
annually at 4.15% Total debt issuance costs of approximately $8 million were incurred and are being amortized to

expense over the term of the notes Approximately $400 million of the net proceeds were used to repay outstanding
indebtedness under our revolving credit facility and the balance of the proceeds will be used for general corporate

purposes

New Credit Facility On October 14 2011 we entered into credit agreement with certain commercial lending
institutions the Credit Agreement which provides for new $3.0 billion unsecured five-year revolving credit

facility

the New Credit Facility The New Credit Facility replaces our $2.1 billion credit facility maturing December 2012
Also on October 14 2011 we borrowed $400 million under the New Credit Facility which was used to repay
outstanding borrowings under and to terminate the $2.1 billion credit facility Other than amounts drawn and repaid
under our credit facility we did not engage in any other short-term borrowing arrangements during 2010 or 2011

The New Credit Facility provides for an initial commitment of $3.0 billion with an option to increase the overall

commitment amount by up to an additional $1.0 billion subject to the consent of any increasing lenders ii will

mature on October 14 2016 iii provides for facility fee rates that range from 12.5 basis points to 30 basis points per
year depending upon our credit rating iv includes sub-facilities for short-term loans and letters of credit up to an

aggregate amount of $500 million under each sub-facility and provides for interest rates that are based upon the
Eurodollar rate plus margin that ranges from 100 basis points to 145 basis points depending upon our credit rating

The Credit Agreement requires that our total debt to capitalization ratio as defined in the Credit Agreement
expressed as percentage not exceed 65% at any time violation of this covenant could result in default under
the Credit Agreement which would permit the participating banks to restrict our ability to access the New Credit

Facility and require the immediate repayment of any outstanding advances under the New Credit Facility As of

December 31 2011 we were in compliance with our debt covenants

The New Credit Facility is available for general corporate purposes Certain lenders that are party to the Credit

Agreement have in the past performed and may in the future from time to time perform investment banking financial

advisory lending or commercial banking services for us for which they have received and may in the future receive
customary compensation and reimbursement of expenses

Old Credit Facility Our previous bank revolving credit facility the Old Credit Facility which was in place as of

December 31 2010 and 2009 was committed in the amount of $2.1 billion until December 2011 at which time the
commitment reduced to $1.8 billion The Old Credit Facility provided for credit facility fee rates that ranged from

basis points to 15 basis points per year depending upon our credit rating ii made available short-term loans up to

an aggregate amount of $300 million within the current $2.1 billion commitment and iii provided for interest rates

that were based upon the Eurodollar rate plus margin that ranges from 20 basis points to 70 basis points depending
upon our credit rating and utilization of the Old Credit Facility The Old Credit Facility required that our total debt to

capitalization ratio as defined in the credit agreement expressed as percentage not exceed 60% at any time
violation of this covenant would have resulted in default under the Old Credit Facility which would have permitted
the participating banks to restrict our ability to access the Old Credit Facility and require the immediate repayment of

any outstanding advances under the Old Credit Facility As of December 31 2010 we were in compliance with our
debt covenants The Old Credit Facility was with certain commercial lending institutions and was available for general
corporate purposes

Certain lenders that were party to the Old Credit Facility have in the past performed investment banking financial

advisory lending or commercial banking services for us for which they have received customary compensation and
reimbursement of expenses

The Old Credit Facility did not restrict the payment of dividends on our common stock except if after giving effect

thereto an Event of Default had occurred and be continuing or been caused thereby

CONSOL Installment Payments On September 30 2011 we closed an agreement with CONSOL for the

development of Marcellus Shale properties In addition to the cash paid at closing we agreed to make two installment

payments of $328 million each on September 30 2012 and 2013 The installment payments have been discounted at

the prevailing market rates for similar debt instruments See Note Acquisitions and Divestitures and Note 16 Fair

Value Measurements and Disclosures
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Aseng FPSO Lease Obligation We have entered into an agreement to lease an FPSO to be used in the

development of the Aseng field offshore Equatorial Guinea The amount of the Aseng FPSO lease obligation is

based on the discounted present value of future minimum lease payments and as of December 31 2010 the

percentage of construction activities completed and therefore does not reflect future minimum lease payments

Amounts due within one year equal the amount by which the Aseng FPSO lease obligation is expected to be reduced

during the next 12 months as lease payments begin In November 2011 production commenced and lease payments

began See Note 21 Commitments and Contingencies for future Aseng FPSO lease payments

2009 Debt Offering In 2009 we closed an offering of $1.0 billion senior unsecured notes receiving net proceeds of

$989 million after deducting the discount and underwriting fees The notes are due March 2019 and pay interest

semi-annually at 814% Debt issuance costs of approximately $2 million were incurred and are being amortized to

expense over the life of the debt issue Substantially all of the net proceeds from the offering were used to repay

outstanding indebtedness under our revolving credit facility maturing 2012

2009 Debt Repurchase In 2009 we repurchased $5 million of our Senior Debentures due August 2097

recognizing debt extinguishment gain of $1 million

Annual Debt Maturities Annual maturities of outstanding debt excluding Aseng FPSO lease payments are as

follows

Debt

PincipaI

PyrrEnts

millions

December 31 2011

2012
328

2013
328

2014
200

2015

2016

Thereafter
3284

Total
4140

Note 13 Income Taxes

Components of income loss before income taxes are as follows

Year Ended Decenter 31

2011 2010 2009

millions

DorrEstic 537 235 808

Foreign
1252 796 544

Total
715 1031 264

The income tax provision benefit consists of the following

Year Ended Decerrber 31

2011 2010 2009

millions

Current Taxes

Federal
11 25 45

State

Foreign
330 208 117

Total Current
343 235 163

Deferred Taxes

Federal 130 86 320

State

Foreign
52 16 29

Total Deferred 81 71 296

Total lncorre Tax Provision Benefit
262 306 133

Effective Tax Rate 37% 30% 50%
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reconciliation of the federal statutory tax rate to the effective tax rate is as follows

Year Ended Decerrber 31

2011 2010 2009

percentages

Federal Statutory Rate 35.0 35.0 35.0

Effect of

Earnings of Equity thod lnvestees 9.3 4.0 11.3

State Taxes Net of Federal Benefit 0.1 0.3 1.5

Difference Between US and Foreign Rates 2.1 1.7 1.4
lrcentage Depletion in Excess of Basis 0.6 1.6 4.5

Change in Valuation Allow ance 4.6 2.2 1.5

Oil Rofits Tax Israel 2.5

Statutory Rate Change UK 4.8

Other Net 2.4 0.5 2.0
Effective Rate 36.6 29.7 50.4

Deferred tax assets and liabilities resulted from the following

Decen-ber 31

2011 2010

millions

Deferred Tax Assets

Loss Carryforwards 66 72

Ecuador lnvestrrent
12

Accrued Expenses
11 10

Allow ance for Doubiful Accounts

Net FŁns ion Obligation 42 35

Postretirement Benefits
36 35

Deferred Corrpensation 86 94

Foreign Tax Credits
57 25

CorriTodity Derivative Assets
37 38

Other
39 32

Total Deferred Tax Assets
374 358

Valuation Allow ance Foreign Loss Carryforw ards 65 58
Valuation Allow ance Foreign Tax Credits 57
Valuation Allowance Ecuador lnvestrmnt 12
Net Deferred Tax Assets 252 288
Deferred Tax Liabilities

Depreciation Arrortization Lease lrrairnnt and Abandonn-ents 2276 2389
Total Deferred Tax Liability 2276 2389
Net Deferred Tax

Liability 2024 2101

Net deferred tax liabilities were classified in the consolidated balance sheets as follows

Dec en-ber 31

2011 2010

millions

Deferred Incorro Tax Asset Current
41

Deferred lncorre Tax
Liability Current

Deferred lncon Tax Liability Noncurrent 2059 2110
Net Deferred Tax Liability 2024 2101

Deferred Tax Assets In assessing the realizability of deferred tax assets we consider whether it is more likely than
not that some portion or all of the deferred tax assets will not be realized The ultimate realization of deferred tax

assets is dependent upon the generation of future taxable income in the appropriate tax jurisdictions during the

periods in which those temporary differences become deductible We consider the scheduled reversal of deferred tax

liabilities projected future taxable income and tax planning strategies in making this assessment Based upon the
level of historical taxable income and projections for future taxable income over the periods in which the deferred tax

assets are deductible we believe it is more likely than not that we will realize the benefits of these deductible
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differences at December 31 2011 The amount of the deferred tax assets considered realizable could be reduced in

the future if estimates of future taxable income during the carryforward period are reduced

Deferred tax assets associated with foreign loss carryforwards totaled $47 million in 2009 $70 million in 2010 and

$65 million in 2011 Losses continue to be incurred on our project in Cameroon and other new venture activities

which are not yet commercial

During 2011 we recorded $57 million increase in the valuation allowance against our deferred tax asset for foreign

tax credits This deferred tax asset is now fully offset by valuation allowance because based on our forecast of

foreign tax credits we do not believe it is more likely than not that the asset will be realized

During 2010 we reversed $28 million valuation allowance that had been established against deferred tax asset of

the same amount for the future foreign tax credits associated with deferred tax liabilities recorded by foreign branch

operations and recorded corresponding reduction in income tax expense

Effective Tax Rate Our effective tax rate increased in 2011 as compared with 2010 This was primarily due to the

changes in Israeli and UK tax law discussed below Partially offsetting this increase was the impact of higher

earnings from equity method subsidiaries in 2011 which has the effect of decreasing the rate when we have pre-tax

income In 2010 we reversed $28 million valuation allowance as discussed above which reduced income tax

expense Finally the rate for 2010 was increased by nondeductible allocation of goodwill to assets sold

Our effective tax rate decreased in 2010 as compared with 2009 For 2010 the effective rate was lower than the

federal statutory rate because our income from equity method investees and other permanent differences have the

impact of decreasing the effective rate when we have pre-tax income The reversal of $28 million deferred tax

asset valuation allowance discussed above also reduced income tax expense

Changes in Israeli Tax Law In March 2011 the Israeli government enacted the Oil Profits Taxation Law 2011 which

imposes additional income tax on oil and gas production The Israeli government also repealed the percentage

depletion deduction and made certain changes to the rules for deducting tangible and intangible development

costs These changes increased our 2011 consolidated effective income tax rate by approximately 4% There was

no remeasurement of our deferred tax assets or liabilities as of December 31 2010

Changes in UK Tax Law The Finance Bill 2011 which became law on July 19 2011 increased the rate of the

Supplementary Charge levied on oil and gas income in the UK from 20% to 32% effective March 24 2011 This

change increased the tax rate on our UK oil and gas income from 50% to 62% and our 2011 consolidated effective

income tax rate by approximately 7% The change also resulted in remeasurement of our UK deferred tax liability

as of December 31 2010 to reflect the higher effective rate As result of the enactment we recorded $34 million

increase in both our deferred income tax liability and deferred income tax expense during 2011

Accumulated Undistributed Earnings of Foreign Subsidiaries As of December 31 2011 the accumulated

undistributed earnings of the foreign subsidiaries on which no US taxes have been recorded were approximately $2.0

billion Upon distribution of additional earnings in the form of dividends or otherwise we would likely be subject to US

income taxes and foreign withholding taxes It is not practicable however to determine precisely the amount of taxes

that may be payable on the eventual remittance of these earnings because of the possible application of US foreign

tax credits Although we are currently claiming foreign tax credits we may not be in credit position when any future

remittance of foreign earnings takes place or the limitations imposed by the Internal Revenue Code and IRS

Regulations may not allow the credits to be utilized during the applicable carryback and carryforward periods

However if full use of tax credits is assumed we estimate that the future US taxes on eventual remittance would be

approximately $329 million

During 2009 we repatriated $180 million of accumulated earnings of foreign subsidiaries and used the proceeds for

debt repayment and general corporate purposes The repatriation increased US tax expense by $13 million of which

$9 million was recorded in 2008 Repatriation of additional earnings in the future could result in decrease in our net

income and cash flows

Unrecognized Tax Benefits We did not have significant unrecognized tax benefits resulting from differences

between positions taken in tax returns and amounts recognized in the financial statements as of December 31 2011

or 2010 Our policy is to recognize any interest and penalties related to unrecognized tax benefits in income tax

expense However we did not accrue interest or penalties at December 31 2011 or 2010 because the jurisdiction in

which we have unrecognized tax benefits does not currently impose interest on underpayments of tax and we believe

that we are below the minimum statutory threshold for imposition of penalties We do not expect that the total amount

of unrecognized tax benefits will significantly increase or decrease during the next 12 months

Years Open to Examination In our major tax jurisdictions the earliest years remaining open to examination are as

follows US 2008 Equatorial Guinea 2007 Israel 2008 UK 2007 the Netherlands 2009 and China 2006
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Pension and Other Postretirement Benefit Plans We have noncontributory tax-qualified defined benefit pension

plan covering employees who were hired prior to May 2006 The benefits are based on an employees years of

service and average earnings for the 60 consecutive calendar months of highest compensation Our funding policy

has been to make annual contributions equal to at least the minimum required contribution but no greater than the

maximum deductible for federal income tax purposes We also have an unfunded nonqualified restoration plan that

provides the pension plan formula benefits that cannot be provided by the qualified pension plan because of pay
deferrals and the compensation and benefit limitations imposed on the pension plan by the Internal Revenue Code of

1986 as amended We sponsor other plans for the benefit of our employees and retirees which include medical and

life insurance benefits We use December 31 measurement date for the plans

Changes in the benefit obligation and plan assets of the pension restoration and other postretirement benefit plans

were as follows at December 31

2011

millions

Change in Benefit Obligation

Benefit Obligation Beginning Balance 262 228 24 23

Service Cost 14 14

Interest Cost 13 13

Errployee Contributions

Benefits Paid 13 12
Ran Arrendrrnts

Actuarial Net Gains Losses 17 19

Benefit Obligation Ending Balance 293 262 18 24

Change in Plan Assets

Fair Value of Ran Assets Beginning Balance 206 172

Actual Return on Ran Assets 23

Errloyer/ErrpIoyee Contributions 27 23

Benefits Paid 13 12
Fair Value of Ran Assets Ending Balance 219 206

Funded Status of Plan

Funded Status at End of Year 74 56 18 24
Net Anount Recognized In Consolidated Balance Sheets 74 56 18 24
Amounts Recognized in Consolidated Balance

Sheets Consist of

Current Liabilities

Noncurrent Liabilities 71 53 17 23
Net Anount Recognized in Consolidated Balance Sheets 74 56 18 24
Amounts Not Yet Reflected in Net Periodic Benefit

Cost and Included in AOCL

Net Prior Service Cost Credit Before Tax 10

Net Gains Losses Before Tax 120 93
AOCL 122 96
Cuniilative Enployer Contributions in Excess of Net

Pariodic Benefit Cost 48 40 22 21
Net Arrount Recognized in Consolidated Balance Sheets 74 56 18 24

Plan amendments relate to an increase in the monthly retiree contributions changes to annual deductible co-pays and annual

out-of-pocket limit and change to reflect trend on retiree contributions for the medical and life plan

Retirerront and

Restoration Rans

2011 2010

Vdical and Life

Plans

2010
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Net periodic benefit cost recognized for the pension restoration and other postretirement benefit plans was as

follows

Retirerrnt and Restoration Plans Medical and Life Plans

Year Ended Decenter 31 Year Ended Decen-ber 31

2011 2010 2009 2011 2010 2009

millions

Components of Net Periodic Benefit Cost

Service Cost 14 14 12

Interest Cost 13 13 11

Expected Return on Plan Assets 15 14 14
Amortization of Rior Service Credit Cost

Amortization of Net Loss and Other

Net Periodic Benefit Cost 18 18 12

Other Changes Recognized in AOCL
Rior Service Cost Arising During Period

Net Loss Gain Arising During Period 33 10

Amortization of Rlor Service Credit

Anxrtization of Net Loss

Total Recognized in AOCL 27

Expected Amortizations for Next Fiscal Year

Amortization of Net Rior Service Cost Credit

Amortization of Net Losses 11

Weighted-Average Assumptions

Used to Determine Benefit

Obligations

Discount Rate 425% 5.50% 5.25% 6.00% 4.00% 5.00% 5.50%

Rate of Corrpensation Increase 4.00% 13.00% 5.00% 5.00%

Weighted-Average Assumptions

Used to Determine Net Periodic

Benefit Costs

Discount Rate 5.50% 5.25% 6.00% 6.00% /6.25% 5.00% 5.50% 6.25%

Expected Long-Term Return on Assets 7.25% 7.50% 8.00%

Rate of Corrensation Increase 5.00% 5.00% 5.00%

The discount rates used to determine benefit obligations at December 31 2010 were 5.50% for the retirement plan and 5.25%

for the restoration plan

The rate of compensation increase used to determine benefit obligations at December 31 2011 ranged from 4% to 13% The

rate of compensation increase assumption was determined using historical age based table grouped in five year age

intervals

The discount rates used to determine net periodic benefit costs for the year ended December 31 2011 were 5.50% for the

retirement plan and 5.25% for the restoration plan The discount rates used to determine net periodic benefit costs for the

year ended December 31 2009 were 6.00% for the retirement plan and 6.25% for the restoration plan

Additional disclosures for the retirement and restoration plans are as follows

Decerrber 31

2011 2010

millions

Accumulated Benefit Obligation 267 230

Information for Pension Plans With Projected

Benefit Obligations in Excess of Plan Assets

Projected Benefit Obligation 293 262

Fair Value of Plan Assets 219 206

Information for Pension Plans With Accumulated

Benefit Obligations in Excess of Plan Assets

Accurrulated Benefit Obligation 267 37

Fair Value of Plan Assets 219

In selecting the assumption for expected long-term rate of return on assets we consider the average rate of earnings

expected on the funds to be invested to provide for plan benefits This includes considering the plans asset

allocation historical returns on these types of assets the current economic environment and the expected returns

likely to be earned over the life of the plan During 2011 we changed the plans target asset allocation from 70%
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equity and 30% fixed income to 60% equity and 40% fixed income The change was made to more closely align the
plans expected future payment streams with the expected duration of plan liabilities The change was also made to
reduce the plans market risk and the degree of volatility in the plans investments Because larger portion of the
plans funds are now invested in fixed income which are considered to be less risky investments the plans returns
will likely be reduced in times of market upswings while losses will be reduced in times of market downswings Weassume the long-term asset mix will be consistent with the target asset allocation with

range in the acceptabledegree of variation in the plans asset allocation of plus or minus 10% Based on these factors we assumed an
average of 7.25% per annum over the life of the plan for the calculation of 2011 net periodic benefit cost The
assumption will be reduced to 6.50% for the calculation of 2012 net periodic benefit cost No plan assets are
expected to be returned to us in 2012

In order to determine an appropriate discount rate at December 31 2011 we performed an analysis of the CitigroupPension Discount Curve the CPDC and various AA corporate bond yields as of that date for each of our plans TheCPDC uses spot rates that represent the equivalent yield on high quality zero-coupon bonds for specific maturitiesWe used these rates to develop an equivalent single discount rate based on our plans expected future benefit
payment streams and duration of plan liabilities 1% increase in the discount rate would have resulted indecrease in net periodic benefit cost of approximately $3 million in 2011 1% decrease in the discount rate wouldhave resulted in an increase in net periodic benefit cost of approximately $2 million in 2011
Assumed health care cost trend rates were as follows

Decen-Łjer 31
2011 2010

Health Care Cost Trend Rate Assun-ed for Next Year 7.65% 7.83%
Ultimate Health Care Cost Trend Rate

4.50% 4.50%
Year Rate Reaches Ultimate Trend Rate

2030 2030

Assumed health care cost trend rates have significant effect on the amounts reported for health care plans one-
percentage-point change in assumed health care cost trend rates would have the

following effects

1% Increase 1% Decrease
millions

Effect on Total Service and Interest Cost Corrponents for 201

Effect on Year-End 2011 Postretirerrent Benefit Obligation

Weighted-average asset allocations for the tax-qualified defined benefit pension plan are as follows

Target

Allocation Ran Assets

2012 2011 2010
Asset Category

Equity Securities
60% 65% 73%

Fixed Incorre
40% 35% 27%

Total

100% 100% 100%

The investment policy for the tax-qualified defined benefit pension plan is determined by an employee benefits
committee the committee with input from third-party investment consultant Based on review of historical rates ofreturn achieved by equity and fixed income investments in various combinations over multi-year holding periods and
an evaluation of the probabilities of achieving acceptable real rates of return the committee has determined the
target asset allocation deemed most appropriate to meet immediate and future benefit payment requirements for the
plan and to provide diversification strategy which reduces market and interest rate risk The fixed income allocation
is expected to directionally track portion of the plans liabilities thus reducing overall plan interest rate risk 1%increase decrease in the expected return on plan assets would have resulted in decrease increase respectivelyin net periodic benefit cost of approximately $2 million in 2011

We base our determination of the asset return component of pension expense on market-related valuation ofassets which reduces year-to-year volatility This market-related valuation recognizes investment gains or losses
over five-year period from the year in which they occur Investment gains or losses for this purpose are the
difference between the expected return calculated using the market-related value of assets and the actual returnbased on the fair value of assets Since the market-related value of assets recognizes gains or losses over five-
year period the future value of assets will be impacted as previously deferred gains or losses are recorded As of
January 12012 we had cumulative asset losses of

approximately $10 million which remain to be recognized inthe calculation of the market-related value of assets

114



Noble Energy Inc

Notes to Consolidated Financial Statements

Additional fair value disclosures about plan assets are as follows

Fair Value MaasurerrentS Using

Quoted Rices in

Active Markets for Significant Significant

ktentical Assets Observable Inputs Unobservable

Asset Category Level Level Inputs Level
Total

mi/lions

December 31 2011

Federal rvbney Market Funds

Mjtual Funds

Large Cap Funds
66

66

Cap Funds
10

10

Blended Funds

Errerging Markets Funds

Fixed Incorre Funds
77

77

Coniion Collective Trust Funds

Large Cap Funds
17

17

Snll Cap Funds
12

12

International Funds
24

24

Total
166 53

219

December 31 2010

Federal Fvbney Market Funds

Matual Funds

Large Cap Funds
69

69

dCapFunds 10
10

Blended Funds

Energing Markets Funds

Fixed Incorre Funds
55

55

Corrnon Collective Trust Funds

Large Cap Funds
16 16

Srmll Cap Funds
12 12

International Funds
29

29

Total
149 57

206

See Note Summary of Significant Accounting Policies Fair Value Measurements for description of the fair value

hierarchy

Additional information about plan assets including methods and assumptions used to estimate the fair values of plan

assets is as follows

Federal Money Market Funds Investments in federal money market funds consist of portfolios of high quality fixed

income securities such as US Treasury securities which generally have maturities of less than one year The fair

value of these investments is based on quoted market prices for identical assets as of the measurement date

Mutual Funds Investments in mutual funds consist of diversified portfolios of common stocks and fixed income

instruments The common stock mutual funds are diversified by market capitalization and investment style as well as

economic sector and industry The fixed income mutual funds are diversified primarily in government bonds

mortgage backed securities and corporate bonds most of which are rated investment grade The fair values of

these investments are based on quoted market prices for identical assets as of the measurement date

Common Collective Trust Funds Investments in common collective trust funds consist of common stock

investments in both US and non-US equity markets Portfolios are diversified by market capitalization and investment

style as well as economic sector and industry The investments in the non-US equity markets are used to further

enhance the plans overall equity diversification which is expected to moderate the plans overall risk volatility In

addition to the normal risk associated with stock market investing investments in foreign equity markets may carry

additional political regulatory and currency risk which is taken into account by the committee in its deliberations The

fair value of these investments is based on quoted prices for similar assets in active markets All of the investments in

common collective trust funds represent exchange-traded securities with readily observable prices
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Contributions We expect to make cash contributions of approximately $13 million to the pension plan during 2012
We expect to make cash contributions of $3 million to the unfunded restoration plan and $1 million to the medical and
life plans in 2012 which amounts equal expected benefit payments from those plans Unaudited

Estimated Future Benefit Payments As of December 31 2011 the following future benefit payments are expected to

be paid

Retirerrnt and Medical and Life

Restoration Rans Rans

millions

2012 21 $1

2013 23

2014 25

2015 24

2016 26

Years 2017to2020 141 11

The estimate of expected future benefit payments is based on the same assumptions used to measure the benefit

obligation at December 31 2011 and includes estimated future employee service

401k Plan We sponsor 401k savings plan All regular employees are eligible to participate We make
contributions to match employee contributions up to the first 6% of compensation deferred into the plan and certain

profit sharing contributions for employees hired on or after May 2006 based upon their ages and salaries We
made cash contributions of $14 million in 2011 $11 million in 2010 and $9 million in 2009

Deferred Compensation Plans We have non-qualified deferred compensation plan for which participant-directed

investments are held in rabbi trust and are available to satisfy the claims of our creditors in the event of bankruptcy
or insolvency Participants may elect to receive distributions in either cash or shares of our common stock

Components of the rabbi trust are as follows

Decerrber 31

2011 2010

millions except share amounts

Rabbi Trust Assets

Fvitual Fund Investrrnts 82 96

Noble Energy CorrTron Stock at Fair Value 80 82

Total Rabbi Trust Assets 162 178

Liability Under Related Deferred Corrensation Ran 162 178

Nunter of Shares of Noble Energy Conmin Stock Held by Rabbi Trust 848940 949040

Assets of the rabbi trust other than our common stock are invested in certain mutual funds that cover an investment

spectrum ranging from equities to money market instruments These mutual funds have published market prices and
are reported at fair value See Note 16 Fair Value Measurements and Disclosures The mutual funds are included in

the mutual fund investments account in other noncurrent assets in the consolidated balance sheets

Shares of our common stock held by the rabbi trust are accounted for as treasury stock recorded at cost $33.44 per

share in the shareholders equity section of the consolidated balance sheets The amounts payable to the plan

participants are included in other noncurrent liabilities in the consolidated balance sheets and include the market

value of the shares of our common stock Approximately 800000 shares or 94% of our common stock held in the

plan at December 31 2011 were attributable to member of our Board of Directors The shares are being distributed

in equal installments over the next eight years Distributions of 100000 shares were made in each of 2010 and 2011
In addition plan participants sold 100 shares of our common stock in 2011 100 shares in 2010 and 1892 shares in

2009 Proceeds were invested in mutual funds and/or distributed to plan participants Distributions to plan participants

were valued at $17 million in 2011 $17 million in 2010 and were de minimis in 2009

All fluctuations in market value of the deferred compensation liability have been reflected in other non-operating

income expense net in the consolidated statements of operations We recognized deferred compensation expense
of $8 million in 2011 $15 million in 2010 and $23 million in 2009

We also maintain an unfunded deferred compensation plan for the benefit of certain of our employees Deferred

compensation liabilities of $60 million $51 million and $45 million were outstanding at December 31 2011 2010 and
2009 respectively under the unfunded plan
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Note 15 Stock-Based Compensation

We recognized total stock-based compensation expense as follows

Year Ended Decenter 31

2011 2010 2009

millions

Stock-Based Compensation Expense Included in

General and Adrrinistrative Expense 42 39 36

Exploration Expense and Other 16 15 13

Total Stock-Based Corrçensation Expense 58 54 49

Tax Benefit Recognized 20 19 17

Stock Option and Restricted Stock Plans and Incentive Plan Our stock option and restricted stock plans and

incentive plan are described below

1992 Stock Option and Restricted Stock Plan Under the Noble Energy Inc 1992 Stock Option and Restricted

Stock Plan as amended the 1992 Plan the Compensation Benefits and Stock Option Committee of the Board of

Directors the Committee may grant stock options and award restricted stock to our officers or other employees and

those of our subsidiaries On April 26 2011 our stockholders approved the amendment and restatement of the 1992

Plan to increase the number of shares of our common stock authorized for issuance under the plan from 24 million to

31 million shares and to modify certain plan provisions At December 31 2011 16216198 shares of our common

stock were reserved for issuance including 9143929 shares available for future grants and awards under the 1992

Plan

Stock options are issued with an exercise price equal to the market price of our common stock on the date of grant

and are subject to such other terms and conditions as may be determined by the Committee Unless granted by the

Committee for shorter term the options expire ten years
from the grant date Option grants generally vest ratably

over three-year period

Restricted stock awards made under the 1992 Plan are subject to such restrictions terms and conditions including

forfeitures if any as may be determined by the Committee During the Restricted Period unless specifically provided

otherwise in accordance with the terms of the 1992 Plan the recipient of Restricted Stock would be the record owner

of the shares and have all the rights of stockholder with respect to the shares including the right to vote and the

right to receive dividends or other distributions made or paid with respect to the shares Restricted stock awards

generally vest over three years Shares of restricted stock time-vest 20% after year one an additional 30% after year

two and the remaining 50% after year three

2004 Long-Term Incentive Plan Under the Noble Energy Inc 2004 Long-Term Incentive Plan the 2004 LTIP the

Committee may make incentive awards to our key employees and those of our subsidiaries Incentive compensation

is based upon the attainment of specific market and performance goals established by the Committee Awards may

be in the form of stock options or restricted stock or in the form of performance units or other incentive measurements

providing for the payment of bonuses in cash or in any combination thereof as determined by the Committee in its

discretion Stock options granted and restricted stock awarded under the 2004 LTIP are granted and awarded

pursuant to the terms of the 1992 Plan

2005 Stock Plan for Non-Employee Directors The 2005 Stock Plan for Non-Employee Directors of Noble

Energy Inc the 2005 Plan provides for grants of stock options and awards of restricted stock to our non-employee

directors The 2005 Plan superseded and replaced the 1988 Nonqualified Stock Option Plan for Non-Employee

Directors The total number of shares of our common stock that may be issued under the 2005 Plan is 800000 At

December 31 2011 705778 shares of our common stock were reserved for issuance including 504841 shares

available for future grants and awards under the 2005 Plan

The 2005 Plan provides for the granting to non-employee director of up to maximum of 11200 stock options on

the date of election to the Board of Directors annual grants of 2800 options per non-employee director on

February of each year and discretionary grants by the Board of Directors with the February annual and the

discretionary grants made to non-employee director during any calendar year being limited to combined

maximum of 11200 options Options are issued with an exercise price equal to the market price of our common

stock on the date of grant and may be exercised one year after the date of grant The options expire ten years from

the date of grant

The 2005 Plan also provides for the awarding to non-employee director of up to maximum of 4800 shares of

restricted stock on the date of election to the Board of Directors annual awards of 1200 shares of restricted stock

per non-employee director on February of each year and discretionary awards by the Board of Directors with the

February annual and the discretionary awards made to non-employee director during any calendar year being

limited to combined maximum of 4800 shares of restricted stock Restricted stock is restricted for period of at

least one year from the date of award
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1988 Nonqualified Stock Option Plan for Non-Employee Directors The 1988 Nonqualified Stock Option Plan for

Non-Employee Directors of Noble Energy Inc as amended the 1988 Plan provided for the issuance of stock

options to our non-employee directors Options issued under the 1988 Plan may be exercised one year after grant
and expire ten years from the grant date The 1988 Plan provided for the granting of fixed number of stock options
to each non-employee director annually 10000 stock options for the first calendar year of service and 5000 stock

options for each year thereafter on February of each year The 1988 Plan was terminated in 2005 and no
additional options can be granted thereunder

Stock Option Grants The fair value of each stock option granted was estimated on the date of grant using Black
Scholes-Merton option valuation model that used the assumptions described below

Expected term The expected term represents the period of time that options granted are expected to be

outstanding which is the grant date to the date of expected exercise or other expected settlement for

options granted The hypothetical midpoint scenario we use considers our actual exercise and post-vesting
cancellation history and expectations for future periods which assumes that all vested outstanding options
are settled halfway between their vesting date and their expiration date

Expected volatility The expected volatility represents the extent to which our stock price is expected to

fluctuate between the grant date and the expected term of the award We use the historical volatility of our

common stock for period equal to the expected term of the option prior to the date of grant We believe
that historical volatility produces an estimate that is representative of our expectations about the future

volatility of our common stock over the expected term

Risk-free rate The risk-free rate is the implied yield available on US Treasury securities with remaining
term equal to the expected term of the option We base our risk-free rate on weighting of five and seven
year US Treasury securities as of the date of grant

Dividend yield The dividend yield represents the value of our stocks annualized dividend as compared to

our stocks average price for the three-year period ended prior to the date of grant It is calculated by

dividing one full year of our expected dividends by our average stock price over the three-year period ended

prior to the date of grant

The assumptions used in valuing stock options granted were as follows

Year Ended Decenter 31

2011 2010 2009

weighted averages

Expected Term in Years 5.7 5.6 5.5

Expected Volatility 36.2% 35.4% 43.0%
Risk-Free Rate 2.2% 2.6% 2.0%

Expected Dividend Yield 1.1% 1.1% 1.2%

Weighted Average Grant-Date Fair Value 30.17 25.05 19.14

Stock option activity was as follows

Weighted Weighted

Average Average

Exercise Remaining Aggregate

Options Price Contractual Term Intrinsic Value

per share in years in millions

Outstanding at Decerrber 31 2010 6266960 52.87

Granted 992488 90.34

Exercised 837096 45.59

Forfeited 56536 75.01

Outstanding at Decen-ber 31 2011 6365816 59.47 6.1 223

Exercisable at Decerrber 31 2011 4315415 51.13 5.1 187

The total intrinsic value of options exercised was $40 million in 2011 $68 million in 2010 and $19 million in 2009

As of December 31 2011 $30 million of compensation cost related to unvested stock options granted under the
Plans remained to be recognized The cost is expected to be recognized over weighted-average period of 1.3

years We issue new shares of our common stock to settle option exercises Dividends are not paid on unexercised

options
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Restricted Stock Awards Restricted stock activity was as follows

Weighted

Shares Subject Average

to Service Award Date

Conditions Fair Value

per share

Outstanding at Decenter 31 2010 1232867 66.11

Awarded 407336 90.32

Vested 633312 67.84

Forfeited 27634 73.26

Outstanding at Decerrber 31 2011 979257 74.87

The total fair value of restricted stock that vested was $57 million in 2011 $43 million in 2010 and $4 million in 2009

The weighted average award-date fair value of restricted stock awarded was $90.32 per share in 2011 $75.07 per

share in 2010 and $51.63 per share in 2009

Awards of time-vested restricted stock shares subject to service conditions were valued at the price of our common

stock at the date of award

As of December 31 2011 $37 million of compensation cost related to all of our unvested restricted stock awarded

under the Plans remained to be recognized The cost is expected to be recognized over weighted-average period of

1.3 years Common stock dividends accrue on restricted stock awards and are paid upon vesting We issue new

shares of our common stock when awarding restricted stock

Note 16 Fair Value Measurements and Disclosures

Assets and Liabilities Measured at Fair Value on Recurring Basis Certain assets and liabilities are measured

at fair value on recurring basis in our consolidated balance sheets The following methods and assumptions were

used to estimate the fair values

Cash Cash Equivalents Accounts Receivable and Accounts Payable The carrying amounts approximate fair value

due to the short-term nature or maturity of the instruments

Mutual Fund Investments Our mutual fund investments which primarily include assets held in rabbi trust consist

of various publicly-traded mutual funds that include investments ranging from equities to money market instruments

The fair values are based on quoted market prices for identical assets

Commodity Derivative Instruments Our commodity derivative instruments consist of variable to fixed price

commodity swaps two-way and three-way collars and basis swaps We estimate the fair values of these instruments

using discounted cash flow method based on published forward commodity price curves as of the date of the

estimate The discount rate used in the discounted cash flow projections is based on published LIBOR rates

Eurodollar futures rates and interest swap rates The fair values of commodity derivative instruments in an asset

position include measure of counterparty nonperformance risk and the fair values of commodity derivative

instruments in
liability position include measure of our own nonperformance risk each based on the current

published credit default swap rates In addition for collars we estimate the option values of the put options sold for

three-way collars and the contract floors and ceilings for two-way and three-way collars using an option pricing

model which takes into account market volatility market prices and contract terms See Note 10 Derivative

Instruments and Hedging Activities

Interest Rate Derivative Instrument We estimate the fair values of forward starting swaps using discounted cash

flow method based on published interest rate yield curves as of the date of the estimate The fair values of interest

rate derivative instruments in an asset position include measure of counterparty nonperformance risk and the fair

values of interest rate derivative instruments in liability position include measure of our own nonperformance risk

each based on the current published credit default swap rates As of December 31 2011 there were no outstanding

interest rate derivative instruments See Note 10 Derivative Instruments and Hedging Activities

Deferred Compensation Liability The value is dependent upon the fair values of mutual fund investments and shares

of our common stock held in rabbi trust See Mutual Fund Investments above
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Measurement information for assets and liabilities that are measured at fair value on recurring basis was as follows

Fair Value

Adjustrrent Masurerrent

Assets and Liabilities Measured at Fair Value on Nonrecurring Basis Certain assets and liabilities are

measured at fair value on nonrecurring basis in our consolidated balance sheets

See Note Acquisitions and Divestitures for discussion of the methods and assumptions used to estimate the fair

values of the acquired assets

Asset Impairments Information about impaired assets as of the date of the assessment is as follows

Fair Value Muasuren-ents Using

Significant

Quoted A-ices in Significant Other Unobservable

Active Markets Observable Inputs Inputs

Level Level LevelDescription

millions

Year Ended December 31 2011

lrrpaired Oil and Gas Properties 213 972 759

Year Ended December 31 2010

lrrpaired US Oil and Gas Properties 30 174 144

Year Ended December 31 2009

lrrpaired US Oil and Gas Properties 363 867 504

lnaired Investrrnt in Ecuador 72 172 100

See Note Summary of Significant Accounting Policies Fair Value Measurements for description of the fair value

hierarchy

Amount represents net book value at date of assessment

See Note Asset Impairments for discussion of the methods and assumptions used to estimate the fair values of

the impaired assets

Fair Value Muasurerrents Using

Quoted A-ices in Significant Other Significant

Active Markets Observable Inputs Unobservable

Level Level Inputs Level

millions
-_________________________

December 31 2011

Financial Assets

Mutual Fund lnvestnnts 99 99

Corrndity Derivative Instrurrents 99 52 47

Financial Liabilities

Conirodity Derivative Instrurrents 135 52 83
Portion of Deferred Compensation

Liability
Muasured at Fair Value 162 162

December 31 2010

Financial Assets

Mutual Fund lnvestnEnts 112 112

Conirodity Derivative lnstrunnts 106 44 62

Financial Liabilities

Corrirodity Derivative Instrurrents 119 44 75
Interest Rate Derivative Instrurrent 63 63
Portion of Deferred Compensation

Liability
Muasured at Fair Value 178 178

See Note Summary of Significant Accounting Policies Fair Value Measurements for description of the fair value

hierarchy

Amount represents the impact of master netting agreements that allow us to settle asset and
liability positions with the same

counterparty

Total Pre-tax

Non-cash

Net Book lrrpairrrent

Value Loss
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Additional Fair Value Disclosures

Debt The fair value of fixed-rate debt is estimated based on the published market prices for the same or similar

issues The carrying amount of floating-rate debt approximates fair value because the interest rates paid on such

debt are set for periods of three months or less The carrying amounts of the CONSOL installment payments

approximate fair value because they have been discounted at the prevailing market rates for similar instruments See

Note 12 Long-Term Debt

Fair value information regarding our debt is as follows

December 31
2011 2010

Carrying Fair Carrying Fair

Arrount Value Arrount Value

millions

Debt Net of Unarrortized Discount 4114 4733 1977 2302

Excludes Aseng FPSO lease obligation

Note 17 Earnings Per Share

The following table summarizes the calculation of basic and diluted earnings per share

Year Ended December 31

2011 2010 2009

millions except per share amounts

NetlncorreLoss
453 725 131

Weighted Average Number of Shares Outstanding Basic 176 175 173

Increrrental Shares from Assuned Conversion of

Dilutive Options and Restricted Stock

Weighted Average Number of Shares Outstanding Diluted 179 177 173

Earnings Loss Per Share Basic 2.57 4.15 0.75

Earnings Loss Per Share Diluted 2.54 4.10 0.75

Additional lnforrrtion

Antidilutive stock options and shares of restricted stock

Weighted average option exercise price per share 85.40 74.01 60.40

Increrrental stock options and shares of restricted stock

excluded from calculation of diluted earnings in loss period

Note 18 Segment Information

We have operations throughout the world and manage our operations by country The following information is

grouped into five components that are all primarily in the business of crude oil and natural gas exploration

development and acquisition the United States West Africa Equatorial Guinea Cameroon and Senegal/Guinea

Bissau Eastern Mediterranean Israel and Cyprus the North Sea UK and the Netherlands and Other International

and Corporate Other International includes China Ecuador through May 2011 and new ventures
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Eastern

United West Mediter

States Africa raneanConsolidated

millions

Year Ended December 31 2011

Revenues from Third Parties $3568 $2125 592 307 357 187

Income from Equity Method Investees 195 193

TotalRevenues1 3763 2127 785 307 357 187

DDA 965 758 69 25 87 26

Gain on Divestiture 25 25
Asset lnairrrents 759 757

Gain Loss on CorTrridity Derivative Instruments 42 74 32

IrlcomeLoss Before IncomeTaxes 715 96 561 228 213 383
Equity Method Investments 329 72 257

Additions to Long-Lived Assets 4358 3007 618 687 46

Goodw ill at End of Year 696 696

Total Assets at End of Year 16444 11201 2728 1751 544 220

Year Ended December 31 2010

Revenues from Third Parties $2924 $1893 349 191 309 182

Reclassification from AOCL 20 20
Income from Equity Method Investees 118 118

Total Revenues 3022 1873 467 191 309 182

DDA 883 719 39 22 64 39

Net Gain on Asset Sales 13 113
Asset lnpairments 144 119 25

Gain Loss on Corrm3dity Derivative Instruments 157 168 11

Income Loss Before IncomeTaxes 1031 713 355 119 183 339
Equity Method Investments 285 285

Additions to Long-Lived Assets 2789 1796 612 270 64 47

Goodw ill at End of Year 696 696

Total Assets at End of Year 13282 9091 2270 919 770 232
Year Ended December 31 2009

Revenues from Third Parties $2287 $1484 340 144 153 166

Reclassification from AOCL 58 29 29
Income from Equity Method Investees 84 84

Total Revenues 2313 1455 395 144 153 166

DDA 816 689 38 20 34 35

Asset lrrpairments 604 504 100

Gain on ConlTodity Derivative Instruments 10 73 37

Income Loss Before Income Taxes 264 287 257 98 62 394
Equity Method Investments 303 303

AdditionstoLong-LivedAssets 1282 911 124 103 103 41

Goodw ill at End of Year 758 758

Total Assets at End of Year 11807 8669 1731 486 635 286

Revenues from third parties for all foreign countries in total were $1.6 billion in 2011 $1.0 billion in 2010 and $791 million in

2009

Long-lived assets located in all foreign countries in total were $3.5 billion $2.4 billion and $1.6 billion at December 31 2011
2010 and 2009 respectively

Revenues through December 31 2010 include decreases resulting from hedging activities The decreases resulted from hedge
gains and losses that were deferred in AOCL as result of previous cash flow hedge accounting and subsequently
reclassified to revenues All hedge gains and losses had been reclassified to revenues by December 31 2010

North Other Intl

Sea Corporate
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Note 19 Concentration of Risk

Concentration of Market Risk The largest single non-affiliated purchasers of our production were as follows

lrcentage of Frcentage of

Crude Oil Total Oil Gas

NGL SalesSales

Year Ended December 31 2011

Glencore Energy UK Ltd 24% 16%

Shell Trading US Corrpany
17% 12%

Year Ended December 31 2010

Glencore Energy UK Ltd 17% 11%

Year Ended December 31 2009

Suncor Energy rketing
25% 16%

We believe the loss of any one purchaser would not have material effect on our financial position or results of

operations since there are numerous potential purchasers of our production

Concentration of Credit Risk Certain of our financial instruments including cash equivalents trade and joint interest

receivables and derivative instruments may expose us to credit risk significant portion of our cash is located in

our foreign subsidiaries The cash is denominated in US dollars and invested in highly liquid money market funds and

short term deposits with original maturities of three months or less at the time of purchase Although our cash and

cash equivalents are deposited with major international banks and financial institutions concentrations of cash in

certain foreign locations may increase credit risk We monitor the creditworthiness of the banks and financial

institutions with which we invest and review the securities underlying our investment accounts We believe that losses

from nonperlormance are unlikely to occur however we are not able to predict sudden changes in creditworthiness

Our accounts receivable result from sales of crude oil natural gas and NGL production and joint interest billings to

our partners for their share of expenses on joint venture projects for which we are the operator Joint venture projects

such as Alen offshore Equatorial Guinea Tamar and Leviathan offshore Israel can be very capital cost intensive

Thus the receivables from our joint venture partners can become significant

Our accounts receivable reflect broad national and international customer base which limits our exposure to

concentrations of credit risk The majority of these receivables have payment terms of 30 days or less We continually

monitor the creditworthiness of the counterparties some of which are not as creditworthy as we are and may

experience liquidity problems We have obtained credit enhancements from some parties in the way of parental

guarantees or letters of credit including our largest crude oil purchaser However we do not have all of our trade

credit protected through guarantees or credit support Nonperformance by trade creditor could result in losses See

Note Allowance for Doubtful Accounts

Note 20 Additional Shareholders Equity Information

Activity in shares of our common stock and treasury stock was as follows

Year Ended Decerrter 31

2011 2010

Common Stock Shares Issued

Shares Beginning of Period 195440048 193550391

Exercise of Corriren Stock Options 837096 1502454

Restricted StockAwards Net of Forfeitures 379702 387203

Shares End of Period 196656846 195440048

Treasury Stock

Shares Beginning of Period 18650064 18582301

Shares Received From Errloyees in Payrrent of Withholding Taxes Due

on Vesting of Shares of Restricted Stock 186556 167863

Rabbi Trust Shares Distributed and/or Sold 100100 100100

Shares End of Period 18736520 18650064
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Accumulated other comprehensive loss in the shareholders equity section of the balance sheet included

Accurrulated Other Corrprehens ive Loss

Oil and Gas Interest Rate Fnsion
Cash Flow Cash Flow Related and

Hedges Hedges Other Total

millions

December 31 2008 48 59 110
Realized Arrounts Reclassified Into Earnings 36 39
Net Change in Other

December 31 2009 12 61 75
Realized Arrounts Reclassified Into Earnings 12 16
Unrealized Change in Fair Value 41 45
December3l2010 42 62 104
Realized Arrounts Reclassified Into Earnings

Unrealized Change in Fair Value 15 16
December 31 2011 26 74 100

All amounts in the table above are reported net of tax The effective income tax rate applied to AOCL was 37.6% at

December31 2008 and 35.0% at December31 2009 2010 and 2011

Note 21 Commitments and Contingencies

Legal Proceedings We are involved in various legal proceedings in the ordinary course of business These
proceedings are subject to the uncertainties inherent in any litigation We are defending ourselves vigorously in all

such matters and we believe that the ultimate disposition of such proceedings will not have material adverse effect
on our financial position results of operations or cash flows

During 2011 we received two Notices of Alleged Violation NOAV from the COGCC regarding the reporting of the
presence of hydrogen sulfide to the COGCC and local government designee within certain areas of our Piceance
Basin and Grover field operations At this time the COGCC has not established proposed penalty for either
NOAV Given the inherent uncertainty in administrative actions of this nature we are unable to predict the ultimate

outcome of this action at this time However we believe that the resolution of these proceedings through settlement
or adverse judgment will not have material adverse effect on our financial position results of operations or cash
flows

CONSOL Carried Cost Obligation Based on the December 31 2011 Henry Hub natural gas price strip we forecast
our CONSOL Carried Cost Obligation will be suspended throughout the 2012 fiscal year and resume during first

quarter of 2013 Therefore specific payment dates for funding cannot be determined at this time and are excluded
from the minimum commitments table below See Note Acquisitions and Divestitures

CONE MARC The CONE MARC which we expect to total approximately $23 million in 2012 is included in

transportation and gathering below Amounts to be paid in years beyond 2012 have not yet been determined by the
partners

Non-Cancelable Leases and Other Commitments We hold leases and other commitments for drilling rigs buildings
equipment and other property Rental expense for office buildings and oil and gas operations equipment was $31
million in 2011 $27 million in 2010 and $22 million in 2009

Minimum commitments as of December 31 2011 consist of the following

Drilling auiprrent Operating

and Purchase Transportation Lease

ObIiations and Gathering Obligations

millions

2012 980 55 45 72 1152
2013 93 49 27 72 241

2014 21 37 28 72 158

2015 13 29 27 70 139

2016 29 26 45 100

2017 and Thereafter 267 32 155 454
Total 1107 466 185 486 2244

Annual lease payments net to our interest exclude regular maintenance and operational costs and began during fourth quarter
of 2011 once the Aseng FPSO initiated producing operations See Note 12 Long-Term Debt

FPSO Lease

Puynents1 Total
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Unaudited

In accordance with US GAAP for disclosures about oil and gas producing activities and SEC rules for oil and gas

reporting disclosures we are making the following disclosures about our crude oil and natural gas reserves and

exploration and production activities

Reserves

There are numerous uncertainties inherent in estimating quantities of proved crude oil and natural gas reserves

Crude oil and natural gas reserves engineering is subjective process of estimating underground accumulations of

crude oil and natural gas that cannot be precisely measured The accuracy of any reserves estimate is function of

the quality of available data and of engineering and geological interpretation and judgment Results of drilling testing

and production subsequent to the date of the estimate may justify revision of such estimate Accordingly reserves

estimates are often different from the quantities of crude oil and natural gas that are ultimately recovered

Economic producibility of reserves is dependent on the crude oil and natural gas prices used in the reserves

estimate We based our December31 2011 2010 and 2009 reserves estimates on 12-month average commodity

prices unless contractual arrangements designate the price to be used in accordance with SEC rules However

commodity prices are volatile Thus far in 2012 there have been significant declines in natural gas prices Further

significant decline in natural gas prices or significant decline in crude oil prices could result in negative reserves

revisions

SEC and FASB Rule-Making Activity Effective December 31 2009 we implemented the SECs final rules on the

Modernization of Oil and Gas Reporting The new rules included revisions designed to modernize the oil and gas

company reserves reporting requirements

The rule changes including those related to pricing and technology are included in our reserves estimates as of

December 31 2009 2010 and 2011

In addition in 2010 the FASB issued ASU 2010-03 Oil and Gas Reserve Estimation and Disclosures to provide

consistency with the new SEC rules ASU 2010-03 amended existing standards to align the reserves calculation and

disclosure requirements under US GAAP with the requirements in the SEC rules We adopted the new standards

effective December 31 2009 The new standards were applied prospectively as change in estimate

Impact of Implementation Implementation of the SECs updated rules resulted in the use of lower prices at

December31 2009 for both oil and gas than would have resulted under the previous rules Use of 12-month average

pricing at December 31 2009 as required by the updated rules resulted in decrease in proved reserves of

approximately 27 MMBoe Use of year-end prices as required by the previous rules would have resulted in an

increase in proved reserves of approximately 34 MMBoe at December 31 2009 Therefore the total impact of the

new price methodology was negative reserves revisions of 61 MMBoe In addition the new proved undeveloped

reserves rules resulted in reduction of proved reserves of approximately 18 MMBoe due to limiting proved

undeveloped reserves locations to those scheduled to be drilled within the next five years The majority of the

reserves reclassified out of proved reserves were associated with the DJ Basin where we maintain an extensive

multi-year development program

Because we use quarter-end reserves and add back current period production to calculate quarterly DDA adoption

of the updated FASB standards had an impact on fourth quarter 2009 DDA expense We estimated the impact of

using 12-month average commodity prices as required by the updated standards instead of year-end commodity

prices to bean increase in fourth quarter 2009 DDA expense of approximately $16 million or $0.06 per share

Reserves Estimates Qualified petroleum engineers in our Houston and Denver offices prepare all reserves

estimates for our different geographical regions These reserves estimates are reviewed and approved by regional

management and senior engineering staff with final approval by the Vice President Strategic Planning

Environmental Analysis Reserves and certain members of senior management For additional information

regarding our reserves estimation process and internal controls see Items and Business and Properties

Proved Reserves Disclosures Internal Controls Over Reserves Estimates and Technologies Used in Reserves

Estimation

Third-Party Reserves Audit We retained Netherland Sewell Associates Inc NSAI independent third-party

petroleum engineers to perform reserves audit of proved reserves as of December31 2011 See Items and

Business and Properties Proved Reserves Disclosures
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Geographic Areas Our supplemental disclosures are grouped by geographic area and include the United States
Equatorial Guinea Israel and Other International Other International includes Ecuador through November 24 2010North Sea China Senegal/Guinea-Bissau Cameroon Cyprus Nicaragua France and other new ventures where
applicable Operations in Equatorial Guinea China Cyprus and Senegal/Guinea-B issau are conducted in
accordance with the terms of PSCs Operations in Cameroon are conducted in accordance with the terms of PSCand mining concession Operations in other foreign locations are conducted in accordance with concession
agreements permits or licenses

Definitions The following definitions apply to the terms used in the paragraphs above

Reserves Estimate The determination of an estimate of quantity of oil or gas reserves that are thought to exist at
certain date considering existing prices and reservoir conditions

Reserves Audit The process of reviewing certain of the pertinent facts interpreted and assumptions underlying
reserves estimate prepared by another party and the rendering of an opinion about the appropriateness of the
methodologies employed the adequacy and quality of the data relied upon the depth and thoroughness of the
reserves estimation process the classification of reserves appropriate to the relevant definitions used and the
reasonableness of the estimated reserves quantities

The following definitions apply to our categories of proved reserves

Proved Oil and Gas Reserves Proved oil and gas reserves are those quantities of oil and gas which by analysis of
geoscience and engineering data can be estimated with reasonable certainty to be

economically produciblefrom
given date forward from known reservoirs and under existing economic conditions operating methods and
government regulationsprior to the time at which contracts providing the right to operate expire unless evidence
indicates that renewal is reasonably certain regardless of whether deterministic or probabilistic methods are used forthe estimation The project to extract the hydrocarbons must have commenced or the operator must be reasonablycertain that it will commence the project within reasonable time

Developed Oil and Gas Reserves Proved developed oil and gas reserves are reserves that can be expected to be
recovered through existing wells with existing equipment and operating methods or in which the cost of the requiredequipment is relatively minor compared with the cost of new well

Undeveloped Oil and Gas Reserves Proved undeveloped oil and gas reserves PUDs are reserves that are
expected to be recovered from new wells on undrilled acreage or from existing wells where relatively major
expenditure is required for recompletion

For complete definitions of proved natural gas natural gas liquids and crude oil reserves refer to SEC RegulationS-X Rule 4-10a6 22 and 31
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Proved Oil Reserves Unaudited The following reserves schedule was developed by our qualified petroleum

engineers and sets forth the changes in estimated quantities of proved crude oil reserves

Crude Oil Condensate and NGLs MMBbls

United Equatorial Other

States Guinea Intl Total

Proved Reserves as of

December 31 2008 198 75 38 311

Revisions of Previous Estimates

Extensions Discoveries and Other Additions 32 26 59

Purchase of Mnerals in Race

Sale of Mnerals in Race

Production 17 29
December3l2009 209 92 35 336

Revisions of Previous Estimates 15 11

Extensions Discoveries and Other Additions 25 26 54

Purchase of nerals in Race 23 23

Sale of Mnerals in Race 28 28
Production 19 31
December3l2010 225 112 28 365

Revisions of Previous Estimates

Extensions Discoveries and Other Additions 43 45

Purchase of Mnerals in Race

Sale of Mnerals in Race

Production 19 32
December 31 2011 244 106 19 369

Proved Developed Reserves as of

Decerrter 31 2008 121 57 21 199

Decerrter3l2009 122 49 23 194

Deceri-ber3l2010 119 43 21 183

Decerrber3l2011 134 60 13 207

Proved Undeveloped Reserves as of

Decerrter3l2008 77 18 17 112

Decenter 31 2009 87 43 12 142

Decenter 31 2010 106 69 182

Deceriter 31 2011 110 46 162

Other International includes the North Sea and China

The 2009 negative revisions within the US are primarily due to performance revisions the majority of which related to Main

Pass 10 MMBbI and reclassifications of PUDs to probable reserves as result of the SECs new five year development rule

MMBbI partially
offset by higher year-end prices 10 MMBbI The 2010 US revisions include the impacts of higher prices

and additional NGLs recorded in Wattenberg partially offset by the reclassification of 16 MMBbIs of PUD reserves to probable

reserves primarily in Wattenberg as result of the SECs five year development rule The 2010 revisions to other

international reserves are related to performance revisions in China and the North Sea The 2011 US revisions were primarily

associated with reclassification of vertical PUDs in Wattenberg which are no longer expected to be developed in five years due

to shifting emphasis from vertical to horizontal development partially offset by positive revisions in other onshore US fields

International revisions are associated with performance revisions in China and the North Sea

The 2009 increase in proved reserves includes 20 MMBbI related to the ongoing development of Wattenberg 11 MMBbI in the

deepwater Gulf of Mexico for the Santa Cruz lsabela and Swordfish fields and 26 MMBbI in Equatorial Guinea for the Aseng

field The 2010 increase in US proved reserves relates to continuing development of onshore assets primarily in the DJ Basin

The 2010 increase in Equatorial Guinea reserves includes 26 MMBbI for the Alen field The 2011 increase is from

development of onshore assets primarily in the DJ Basin

The 2010 increase relates to the DJ Basin asset acquisition See Note Acquisitions and Divestitures

We sold non-core onshore US assets in the Mid-Continent and Illinois Basin in 2010 See Note Acquisitions and

Divestitures

Equatorial Guinea production includes sales from the Alba field to the Alba LPG plant of MMBbI in each of 2011 2010 and

2009
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Proved Gas Reserves Unaudited The followmg reserves schedule was developed by our quahfied petroleum

engineers and sets forth the changes in estimated quantities of proved natural gas reserves

Natural Gas and Casinghead Gas Bcf
United Equatorial Other

States Guinea Israel Intl Total

Proved Reserves as of

December3l2008 1859 978 273 205 3315
Revisions of Previous Estimates 397 49 350
Extensions Discoveries and Other Additions 211 218

Rirchase of Mnerals in Flace

Sale of Mnerals in Place

Production 145 87 42 11 285
December 31 2009 1534 940 234 196 2904

Revisions of Previous Estimates 12 41 38
Extensions Discoveries and Other Additions 140 1698 1838

Purchase of Mnerals in Place 139 139

Sale of vbnerals in Place 35 160 195
Production 146 83 47 11 287
December 31 2010 1626 869 1844 22 4361

Revisions of Previous Estimates 241 242
Extensions Escoveries and Other Additions 326 488 814

Purchase of Mnerals in Place 406 406

Sale of Mnerals in Place

Production 141 90 63 296
December3l2011 1976 786 2269 12 5043

Proved Developed Reserves as of

Decenter 31 2008 1268 700 216 201 2385

Decerrber3l2009 1114 638 191 192 2135

Decerrber 31 2010 1156 597 145 19 1917

Decenier3l2011 1195 497 83 11 1786

Proved Undeveloped Reserves as of

Decenter 31 2008 591 278 57 930

Decerrber 31 2009 420 302 43 769

Decerrter 31 2010 470 272 1699 2444

Decerrber3l2011 781 289 2186 3257

Other International includes the North Sea Ecuador at December 31 2009 and 2008 and China See Note Acquisitions

and Divestitures and Note Asset Impairments

The 2009 negative revisions in the US are primarily due to lower year-end prices 224 Bcf reclassifications of PUDs to

probable reserves as result of the SECs new five year development rule 75 Bcf and increased lease operating expense
and various well performance issues 98 Bcf The 2010 US revisions are combination of increases from higher natural gas

prices which were more than offset by gas shrinkage from additional NGLs recorded in Wattenberg and the reclassification of

85 Bcf of PUDs to probable reserves primarily in Wattenberg as result of the SECs five year development rule Equatorial

Guineas positive revisions in 2009 and 2010 are primarily due to additional production allowances related to LNG sales

Israels revisions in 2010 reflect change in the likelihood that the Noa field will be developed The 2011 US revisions were

primarily associated with reclassification of vertical PUDs in Wattenberg which are no longer expected to be developed in five

years due to shifting activity level from vertical to horizontal development and revisions to onshore dry-gas assets due to

reduced activity assumptions performance and price International revisions are associated with performance revisions in the

North Sea

The 2009 increase in US proved reserves is primarily due to ongoing low-risk development programs onshore in Wattenberg

the Rocky Mountain area and East Texas The 2010 increase in US proved reserves is due to continuing development of

onshore assets primarily in the DJ Basin Piceance Basin and East Texas The 2010 increase in Israel is due to the recording

of initial reserves at the Tamar development The 2011 increase in the US is primarily due to active development programs in

the DJ Basin and the Marcellus Shale The increase in Israel was primarily due to continuing appraisal at Tamar and includes

reserves for Noa which we have decided to develop

The increase relates to our Marcellus Shale asset acquisition in 2011 and our DJ Basin asset acquisition in 2010 See Note

Acquisitions and Divestitures

We sold non-core onshore US assets in the Mid-Continent and Illinois Basin in 2010 Other International sales in 2010 include

160 Bcf due to the termination of the Block PSC by the Ecuadorian government
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Results of Operations for Oil and Gas Producing Activities Unaudited Aggregate resufts of operations for

crude oil and natural gas producing activities are as follows

Israel Total

millions

Year Ended December 31 2011

Revenues 2124 592 307 $513 3536

Production Costs 453 71 26 123 673

Exploration Expense 116 67 90 279

DDA 732 70 25 113 940

Asset lrrpairrrEnts 757 759

Incorm before lncorr Taxes 66 384 250 185 885

lncorreTax Expense 24 96 72 74 266

Results of Operations 42 288 178 111 619

Year Ended December 31 2010

Revenues

Sales 1874 349 191 418 2832

Sales to Affiliated Rw er Flant 35 35

Total Revenues 1874 349 191 453 2867

Production Costs 449 50 15 94 608

Exploration Expense 130 11 48 196

DDA 719 39 22 82 862

Asset lrrpairrmnts 119 25 144

Incorm before lncorm Taxes 457 253 118 229 1057

lncorreTax Expense 160 63 21 62 306

Results of Operations 297 190 97 167 751

Year Ended December 31 2009

Revenues

Sales 1341 340 144 235 2060

Sales to Affiliated Rwer Rant 35 35

Total Revenues 1341 340 144 270 2095

Production Costs 417 50 13 79 559

Exploration Expense 75 10 24 110

DDA 689 38 21 50 798

Asset rrpairrmnts 504 100 604

Incorm before ncorr Taxes 344 251 100 17 24

Incorm Tax Expense 108 59 20 23
Results of Operations 236 192 80 11 47

Other International includes the North Sea Ecuador through November 24 2010 China Cameroon Cyprus

SenegallGuinea-Bissau Nicaragua France arid other new ventures See Note Acquisitions and Divestitures

Production costs consist of lease operating expense production and ad valorem taxes transportation expense and general

and administrative expense supporting oil and gas operations

Results of operations exclude the mark-to-market gain or loss on certain commodity derivative instruments not designated as

cash flow hedges corporate overhead and interest costs See Note 10 Derivative Instruments and Hedging Activities

Includes impact resulting from applying cash flow hedge accounting for related commodity derivative instruments See Note 10

Derivative Instruments and Hedging Activities

United Equatorial

States Guinea

Other

Intl
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Costs Incurred in Oil and Gas Property Acquisition Exploration and Development Activities Unaudited
Costs incurred in connection with crude oil and natural gas acquisition exploration and development are as follows

Costs incurred include capitalized and expensed items

Other

Intl

Other International includes the North Sea Ecuador through November 24 2010 China Cameroon Cyprus

Senegal/Guinea-Bissau Nicaragua France and other new ventures See Note Acquisitions and Divestitures

Proved property acquisition costs include $386 million related to the Marcellus Shale asset acquisition in 2011 $352 million

related to the DJ Basin asset acquisition in 2010 and $6 million downward purchase price adjustment related to the Mid-

Continent acquisition in 2009

Unproved property acquisition costs include $853 million related to the Marcellus Shale asset acquisition $40 million related to

our position offshore SenegallGuinea-Bissau the AGC Profound block $31 million related to additional acreage in the DJ
Basin and $58 million related to other onshore US in 2011 $146 million related to the DJ Basin asset acquisition $38 million

for deepwater Gulf of Mexico lease blocks and the remainder for other onshore US lease acquisitions primarily in Wattenberg
in 2010 $56 million for deepwater Gulf of Mexico lease blocks and the remainder primarily for other onshore US lease

acquisitions in 2009

2011 exploration costs include drilling and completion costs of $74 million in deepwater Gulf of Mexico $146 million in Israel

$54 million in Equatorial Guinea $59 million in Cyprus $36 million in SenegallGuinea-Bissau and $42 million in the DJ Basin

2010 exploration costs include
drilling and completion costs of $62 million in deepwater Gulf of Mexico and $41 million in Israel

2009 exploration costs include drilling and completion costs of $57 million in deepwater Gulf of Mexico $19 million in

Equatorial Guinea and $71 million in Israel

Worldwide development costs include amounts spent to develop PUDs of approximately $1.4 billion in 2011 $1.1 billion in

2010 and $440 million in 2009 Equatorial Guinea development costs include non-cash accruals related to estimated

construction progress to date on an FSPO to be used in the development of the Aseng field of $66 million in 2011 $266 million

in 2010 and $29 million in 2009 These capitalized costs are included in development costs as the Aseng FPSO is constructed

US development costs include increases in asset retirement obligations of $115 million in 2011 $15 million in 2010 and $11
million in 2009 Other international development costs include increases in asset retirement obligations of $13 million in 2011
$2 million in 2010 and $5 million in 2009

United Equatorial

States Guinea Israel Total

mi//ions

Year Ended December 31 2011

Property Acquisition Costs

Roved 392 392

Unproved 942 40 982

Total Acquisition Costs 1334 40 1374

Exploration Costs 241 54 146 152 593

Development Costs 1511 499 485 37 2532

Total Consolidated Operations 3086 553 631 229 4499

Year Ended December 31 2010

Property Acquisition Costs

Proved 352 352

Unproved 304 305

Total Acquisition Costs 656 657

Exploration Costs 306 52 54 418

Development Costs 964 596 236 75 1871

Total Consolidated Operations 1926 603 288 129 2946

Year Ended December 31 2009

Property Acquisition Costs

Proved

Unproved 89 92

Total Acquisition Costs 84 87

Exploration Costs 189 30 81 13 313

Development Costs 711 100 33 129 973

Total Consolidated Operations 984 131 114 144 1373
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Capitalized Costs Relating to Oil and Gas Producing Activities Unaudited Aggregate capitalized costs

relating to crude oil and natural gas producing activities are as follows

Decerrber 31
2011 2010

millions

Unproved Oil and Gas Properties 1519 1081

Proved Oil and Gas Properties 16184 13312

Total Oil and Gas Properties 17703 14393

Accurrulated DDA 5063 4270
Net Capitalized Costs 12640 10123

Unproved oil and gas properties includes $874 million including $792 million for Marcellus Shale at December 31 2011 and

$304 million at December 31 2010 remaining from the allocation of costs to unproved properties acquired in previous

acquisitions

Proved oil and gas properties include asset retirement costs of $310 million and $208 million at December 31 2011 and 2010

respectively

Standardized Measure of Discounted Future Net Cash Flows Relating to Proved Oil and Gas Reserves

Unaudited The following information is based on our best estimate of the required data for the Standardized

Measure of Discounted Future Net Cash Flows in accordance with US GAAP for extractive activities The standards

require the use of 10% discount rate This information is not the fair value nor does it represent the expected

present value of future cash flows of our proved oil and gas reserves

TotalIsrael

millions

December 31 2011

FutureCash Inflows 27663 11112 13603 1806 54184

Future Production Costs 7367 1808 1144 496 10815

Future DevelopnEnt Costs 5283 716 639 267 6905

Future lncone Tax Expense 4939 2028 2407 471 9845

Future Net Cash Flows 10074 6560 9413 572 26619

10% Annual Discount for Estirrted Tirnng of Cash Flows 4930 2110 6203 87 13330

Standardized Measure of Discounted Future Net Cash Flows 5144 4450 3210 485 13289

December 31 2010

Future Cash Inflows 22078 8373 7983 2083 40517

Future Production Costs 6140 1598 460 664 8862

FutureDeveloprTentCosts 4099 1154 924 240 6417

Future IncorrE Tax Expense 3863 1299 1366 517 7045

Future Net Cash Flows 7976 4322 5233 662 18193

10% Annual Discount for Estirmted Tirring of Cash Flows 3941 1589 3530 127 9187

Standardized Measure of Escounted Future Net Cash Flows 4035 2733 1703 535 9006

December 31 2009

Future Cash Inflows 16196 5151 769 2832 24948

Future Production Costs 5390 1185 96 983 7654

Future Developrrent Costs 3056 1059 126 315 4556

Future IncorrE Tax Expense 2227 956 135 630 3948

Future Net Cash Flows 5523 1951 412 904 8790

10% Annual Discount for tirmted Tirring of Cash Flows 2672 814 93 279 3858

Standardized Measure of Discounted Future Net Cash Flows 2851 1137 319 625 4932

Other International includes the North Sea Ecuador at December 31 2009 and China See Note Acquisitions and

Divestitures

The standardized measure of discounted future net cash flows does not include cash flows relating to anticipated future

methanol sales

Production costs include oil and gas lease operating expense production and ad valorem taxes transportation expense and

general and administrative expense supporting oil and gas operations

United Equatorial

States Guinea

Other Intl
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Prices and Other Assumptions in Discounted Future Net Cash Flows Unaudited Future cash inflows arecomputed by applying 12-month average commodity price adjusted for location and quality differentials on field-by-field basis to year-end quantities of proved reserves except in those instances where fixed and determinableprice changes are provided by contractual arrangements at year-end The discounted future cash flow estimates donot include the effects of derivative instruments Average prices per region are as follows

United Equatorial Other Intl

States Guinea Israel Total

Average Crude Oil Condensate and NGL Price per Bbl 78.90 103.01 99.92 $111.50 87.38Average Natural Gas Price per Mf
4.24 0.25 5.85 6.55 4.35December 31 2010

Average Crude Oil Condensate and NGL Price per Bbl 65.63 72.93 79.35 77.41 68.79Average Natural Gas Rice per Mcf
4.49 0.25 4.22 3.76 3.53

Average Crude Oil Condensate and NGL Price per Bbl 50.80 53.46 59.55 52.45Average Natural Gas Price per Mf
3.64 0.25 3.28 3.69 2.52

Other International includes the North Sea Ecuador at December 31 2009 and China See Note Acquisitions andDivestitures

We estimate that $1.00 per Bbl change in the average price of crude oil from the 12-month average price for 2011would change the discounted future net cash flows before income taxes by approximately $214 million We estimatethat $0.10 per Mcf change in the average price of natural gas from the 12-month average price for 2011 wouldchange the discounted future net cash flows before income taxes by approximately $221 million

Future production and development costs which include dismantlement and restoration expense are computed byestimating the expenditures to be incurred in developing and producing the proved crude oil and natural gas reservesat the end of the year based on year-end costs and assuming continuation of existing economic conditions
Future development costs include amounts that we expect to spend to

develop PUDs of $2.4 billion in 2012$1.3 billion in 2013 and $1.0 billion in 2014

Future income tax expense is computed by applying the appropriate year-end statutory tax rates to the estimatedfuture pre-tax net cash flows relating to proved crude oil and natural gas reserves less the tax bases of the propertiesinvolved Future income tax expense gives effect to tax credits and allowances but does not reflect the impact ofgeneral and administrative costs and exploration expenses of ongoing operations

Imbalance receivables and liabilities are as follows

millions

In-balance Receivables
28 25 21Irrbalarice Liabilities

22 18 12
Imbalance receivables and imbalance liabilities have been excluded from the standardized measure of discountedfuture net cash flows
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Sources of Changes in Discounted Future Net Cash Flows Unaudited Principal changes in the aggregate

standardized measure of discounted future net cash flows attributable to proved crude oil and natural gas reserves

are as follows

Year Ended Decerther 31

2011 2010 2009

millions

Standardized Measure of Discounted Future Net Cash Flows Beginning of Year 9006 4932 4864

Changes in Standardized Measure of Discounted Future Net Cash Flows

Sales of Oil and Gas Ptoduced Net of Production Costs 2864 2251 1528
Net Changes in Prices and Production Costs 4926 3115 878
Extensions Discoveries and lrrproved Recovery Less Related Costs 2039 2820 815

Changes in Estirrted Future Development Costs 710 915 132
Developrrnt Costs Incurred During the Friod 2529 1869 971

Revisions of Previous Quantity Estintes 1320 33 436

Rrchases of Mrterals in Place 115 646

Sales of Mnerals in Race 652
Accretion of Discount 1278 722 707

Net Change in Incorre Taxes 1540 1487 75
Change in Tirrng of Estirrted Future Production and Other 164 174 253

Aggregate Change in Standardized Measure of Discounted Future Net Cash Flows 4283 4074 68

Standardized Measure of Discounted Future Net Cash Flows End of Year $13289 9006 4932
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Unaudited

Supplemental quarterly financial information is as follows

Quarter Ended

March 31 June 30 Sep 30 Dec 31 Total

millions except per share amounts

2011

Revenues 899 954 924 985 3763
Incon Loss Before IncorrE Taxes 37 425 722 470 715

Net Incorre Loss 14 294 441 296 453

Earnings Loss Fr Share

Basic 008 1.66 2.50 1.67 2.57

Diluted 34
0.08 1.61 2.39 1.67 2.54

2010

Revenues 733 751 755 783 3022
Incon- Loss Before IncorrE Taxes 343 320 298 69 1031

NetlncorreLoss 237 204 232 52 725

Earnings Loss Fr Share

Basic
1.36 1.17 1.33 0.29 4.15

Diluted 34
1.34 1.10 1.31 0.29 4.10

First quarter 2011 included the following

$8 million asset impairment charges See Note Asset Impairments and
$286 million loss on commodity derivative instruments including unrealized mark-to-market loss of $303 million See Note10 Derivative Instruments and Hedging Activities

Second quarter 2011 included the following

$143 million gain on commodity derivative instruments including unrealized mark-to-market gain of $142 million See
Note 10 Derivative Instruments and Hedging Activities

$25 million pre-tax gain on divestitures due to the completed transfer of assets and exit from Ecuador See Note
Acquisitions and Divestitures and

$131 million asset impairment charges See Note Asset Impairments
Third quarter 2011 included the following

$322 million gain on commodity derivative instruments including unrealized mark-to-market gain of $300 million See
Note 10 Derivative Instruments and Hedging Activities

Fourth quarter 2011 included the following

$620 million asset impairment charges See Note Asset Impairments and
$137 million loss on commodity derivative instruments including unrealized mark-to-market loss of $162 million See Note10 Derivative Instruments and Hedging Activities

First quarter 2010 included the following

$145 million gain on commodity derivative instruments including unrealized mark-to-market gain of $147 million SeeNote 10 Derivative Instruments and Hedging Activities

Second quarter 2010 included the following

$96 million gain on commodity derivative instruments including unrealized mark-to-market gain of $63 million See Note
10 Derivative Instruments and Hedging Activities and
$26 million rig contract termination expense due to the Deepwater Moratorium

Third quarter 2010 included the following

$38 million gain on commodity derivative instruments including unrealized mark-to-market gain of $5 million See Note
10 Derivative Instruments and Hedging Activities

$114 million gain on sale of non-core onshore US assets See Note Acquisitions and Divestitures and
$100 million asset impairment charges See Note Asset Impairments

Fourth quarter 2010 included the following

$122 million loss on commodity derivative instruments including unrealized mark-to-market loss of $145 million See Note
10 Derivative Instruments and Hedging Activities and

$44 million asset impairment charges See Note Asset Impairments

The sum of the individual quarterly earnings loss per share amounts may not agree with year-to-date earnings per share as
each quarterly computation is based on the income or loss for that quarter and the weighted average number of shares
outstanding during that quarter

Consistent with GAAP when dilutive deferred compensation gains or losses net of tax are excluded from net income while
the Noble Energy shares held in the rabbi trust are included in the diluted share count For this reason the diluted earnings per
share calculations for the three months ended June 30 and September 30 2011 exclude deferred compensation gains of $4
million and $12 million respectively net of tax and for the three months ended June 30 2010 excludes deferred
compensation gain of $9 million net of tax
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Item Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed

by us in the reports we file or furnish to the SEC under the Securities Exchange Act of 1934 as amended is

recorded processed summarized and reported within the time periods specified by the SECs rules and forms and

that information is accumulated and communicated to management including our principal executive officer and

principal financial officer as appropriate to allow timely decisions regarding required disclosure

Our principal executive officer and principal financial officer have evaluated the effectiveness of our disclosure

controls and procedures as such term is defined in Rule 13a-15e and 15d-15e of the Securities Exchange Act of

1934 as amended as of the end of the period covered by this Annual Report on Form 10-K Based upon their

evaluation they have concluded that our disclosure controls and procedures are designed and effective to ensure

that information required to be disclosed in the reports that we file or furnish under the Securities Exchange Act of

1934 as amended is recorded processed summarized and reported within the time periods specified by the SECs
rules and forms and that information is accumulated and communicated to management including our principal

executive officer and principal financial officer as appropriate to allow timely decisions regarding required disclosure

In designing and evaluating our disclosure controls and procedures management recognizes that any controls and

procedures no matter how well designed and operated can provide only reasonable and not absolute assurance

that the objectives of the control system will be met In addition the design of any control system is based in part

upon certain assumptions about the likelihood of future events and the application of judgment in evaluating the cost-

benefit relationship of possible controls and procedures Because of these and other inherent limitations of control

systems there is only reasonable assurance that our controls will succeed in achieving their goals under all potential

future conditions

Managements Annual Report on Internal Control over Financial Reporting

The management report called for by Item 308a of Regulation S-K is incorporated herein by reference to

Managements Report on Internal Control over Financial Reporting included in Item Financial Statements and

Supplementary Data

The independent auditors attestation report called for by Item 308b of Regulation S-K is incorporated herein by

reference to Report of Independent Registered Public Accounting Firm Internal Control Over Financial Reporting

included in Item Financial Statements and Supplementary Data

Changes in Internal Control over Financial Reporting

Our management is also responsible for establishing and maintaining adequate internal controls over financial

reporting as defined in Rules 13a-15f and 15d-15f of the Securities Exchange Act of 1934 as amended Our

internal controls were designed to provide reasonable assurance as to the reliability of our financial reporting and the

preparation and presentation of the consolidated financial statements for external purposes in accordance with US
GAAP

Because of its inherent limitations internal control over financial reporting may not detect or prevent misstatements

Projections of any evaluation of the effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may
deteriorate

Our management has assessed the effectiveness of our internal controls over financial reporting as of December 31
2011 Based on our assessment our internal controls over financial reporting were effective There were no changes

in internal controls over financial reporting that occurred during the most recent fiscal quarter that have materially

affected or are reasonably likely to materially affect our internal controls over financial reporting

Item 9B Other Information

None
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PART UI

Item 10 Directors Executive Officers and Corporate Governance

The information required by this item is incorporated herein by reference to the 2012 Proxy Statement which will be

filed with the SEC not later than 120 days subsequent to December 31 2011

Item 11 Executive Compensation

The information required by this item is incorporated herein by reference to the 2012 Proxy Statement which will be

filed with the SEC not later than 120 days subsequent to December31 2011

Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this item is incorporated herein by reference to the 2012 Proxy Statement which will be

filed with the SEC not later than 120 days subsequent to December 31 2011

Item 13 Certain Relationships and Related Transactions and Director Independence

The information required by this item is incorporated herein by reference to the 2012 Proxy Statement which will be

filed with the SEC not later than 120 days subsequent to December31 2011

Item 14 Principal Accounting Fees and Services

The information required by this item is incorporated herein by reference to the 2012 Proxy Statement which will be

filed with the SEC not later than 120 days subsequent to December31 2011

PART IV

Item 15 Exhibits Financial Statements Schedules

The following documents are filed as part of this report

Exhibits The exhibits required to be filed by this Item 15 are set forth in the Index to Exhibits accompanying
this report

136



SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 the Registrant has duly

caused this report to be signed on its behalf by the undersigned thereunto duly authorized

NOBLE ENERGY INC

Registrant

Date February 2012 By Is Charles Davidson

Charles Davidson

Chairman of the Board

Chief Executive Officer and Director

Date February 2012 By /s Kenneth Fisher

Kenneth Fisher

Senior Vice President Chief Financial Officer

Date February 2012 By Is Dustin Hatley

Dustin Hatley

Vice President Chief Accounting Officer and Controller

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by the

following persons on behalf of the Registrant and in the capacities and on the dates indicated

Signature Capacity in which signed Date

/s Charles Davidson Chairman of the Board February 2012

Charles Davidson Chief Executive Officer and Director

Principal Executive Officer

Is Kenneth Fisher Senior Vice President Chief Financial Officer February 2012

Kenneth Fisher Principal Financial Officer

Is Dustin Hatley Vice President Chief Accounting Officer and February 2012

Dustin Hatley Controller Principal Accounting Officer

Is Jeffrey Berenson Director February 2012

Jeffrey Berenson

Is Michael Cawley Director February 2012

Michael Cawley

Is Edward Cox Director February 2012

Edward Cox

Is Thomas Edelman Director February 2012

Thomas Edelman

Is Eric Grubman Director February 2012

Eric Grubman

/s Kirby Hedrick Director February 2012

Kirby Hedrick

Is Scott Urban Director February 2012

Scott Urban

Is William Van Kleef Director February 2012

William Van Kleef
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INDEX TO EXHIBITS
Exhibit

Number
Exhibit

2.1 Asset Acquisition Agreement dated August 17 2011 between CNX Gas Company LLC and Noble
Energy Inc including Annex Definitions thereto filed as Exhibit 2.1 to the Registrants
Quarterly Report on Form 0-Q for the quarter ended September 30 2011 and incorporated
herein by reference

3.1 Certificate of Incorporation as amended through May 16 2005 of the Registrant filed as Exhibit
3.1 to the Registrants Annual Report on Form 10-K for the year ended December 31 2008 and
incorporated herein by reference

3.2 By-Laws of Noble Energy Inc as amended through June 2009 filed as Exhibit 3.1 to the
Registrants Current Report on Form 8-K Date of Event February 17 2009 filed February 19
2009 and incorporated herein by reference

4.1 Certificate of Designations of Series Junior Participating Preferred Stock of the Registrant dated
August 27 1997 filed as Exhibit of Exhibit 4.1 to the Registrants Registration Statement on
Form 8-A filed on August 28 1997 and incorporated herein by reference

4.2 Certificate of Designations of Series Mandatorily Convertible Preferred Stock of the Registrant
dated November 1999 filed as Exhibit 3.4 to the Registrants Annual Report on Form 10-K for
the year ended December 31 1999 and incorporated herein by reference

4.3 Indenture dated as of February 27 2009 between Noble Energy Inc and Wells Fargo Bank
National Association as Trustee relating to the Registrants 81/4% Notes Due March 12019 filed
as Exhibit 4.1 to the Registrants Current Report on Form 8-K Date of Event February 24 2009
filed February 27 2009 and incorporated herein by reference

4.4 First Supplemental Indenture dated as of February 27 2009 to Indenture dated as of

February 27 2009 between Noble Energy Inc and Wells Fargo Bank National Association as
Trustee relating to the Registrants 81/4% Notes Due March 2019 including the form of 2019
Notes filed as Exhibit 4.2 to the Registrants Current Report on Form 8-K Date of Event
February 24 2009 filed February 27 2009 and incorporated herein by reference

4.5 Indenture dated as of October 14 1993 between the Registrant and U.S Trust Company of

Texas N.A as Trustee relating to the Registrants 71/4% Notes Due 2023 including form of the
Registrants 71/4% Notes Due 2023 filed as Exhibit 4.1 to the Registrants Quarterly Report on
Form 10-0 for the quarter ended September 30 1993 and incorporated herein by reference

4.6 Indenture relating to Senior Debt Securities dated as of April 1997 between the Registrant and
U.S Trust Company of Texas N.A as Trustee filed as Exhibit 4.1 to the Registrants Quarterly
Report on Form 10-0 for the quarter ended March 31 1997 and incorporated herein by
reference

4.7 First Indenture Supplement relating to $250 million of the Registrants 8% Senior Notes Due 2027
dated as of April 1997 between the Registrant and U.S Trust Company of Texas NA as
Trustee filed as Exhibit 4.2 to the Registrants Quarterly Report on Form 0-Q for the quarter
ended March 31 1997 and incorporated herein by reference

4.8 Second Indenture Supplement between the Company and U.S Trust Company of Texas N.A as
trustee relating to $100 million of the Registrants 71/4% Senior Debentures Due 2097 dated as of

August 1997 filed as Exhibit 4.1 to the Registrants Quarterly Report on Form 10-Q for the
quarter ended June 30 1997 and incorporated herein by reference

4.9 Third Indenture Supplement relating to $200 million of the Registrants 51/4% Notes due 2014
dated April 19 2004 between the Company and the Bank of New York Trust Company N.A as
successor trustee to U.S Trust Company of Texas N.A filed as Exhibit 4.1 to the Companys
Registration Statement on Form S-4 Registration No 333-116092 and incorporated herein by
reference

4.10 Second Supplemental Indenture dated as of February 18 2011 to Indenture dated as of February27 2009 between Noble Energy Inc and Wells Fargo Bank National Association as Trustee
relating to senior debt securities of Noble Energy Inc including the form of 2041 Notes filed as
Exhibit 4.1 to the Registrants Current Report on Form 8-K Date of Event February 15 2011
filed February 22 2011 and incorporated herein by reference
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Exhibit

Number
Exhibit

4.11 Third Supplemental Indenture dated as of December 2011 to Indenture dated as of February

27 2009 between Noble Energy Inc and Wells Fargo Bank National Association as Trustee

relating to senior debt securities of Noble Energy Inc including
the form of 2021 Notes filed as

Exhibit 4.1 to the Registrants Current Report on Form 8-K Date of Event December 2011

filed December 2011 and incorporated herein by reference

10.1 Noble Energy Inc Retirement Restoration Plan dated effective as of January 2009 filed as

Exhibit 10.1 to the Registrants Annual Report on Form 10-K for the year ended December 31

2008 and incorporated herein by reference

10.2 Noble Energy Inc Restoration Trust effective August 2002 filed as Exhibit 10.3 to the

Registrants Annual Report on Form 10-K for the year ended December 31 2002 and

incorporated herein by reference

10.3 Form of Nonqualified Stock Option Agreement under the Noble Energy Inc 1992 Stock Option

and Restricted Stock Plan filed as Exhibit 10.1 to the Registrants Current Report on Form 8-K

Date of Event February 2005 filed February 2005 and incorporated herein by reference

Q4 1988 Nonqualified Stock Option Plan for Non-Employee Directors of the Registrant as amended

and restated effective as of April 27 2004 filed as Exhibit 10.2 to the Registrants Quarterly

Report on Form 10-Q for the quarter ended June 30 2004 and incorporated herein by reference

10.5 Form of Indemnity Agreement entered into between the Registrant and each of the Registrants

directors and bylaw officers filed as Exhibit 10.18 to the Registrants Annual Report on Form 10-K

for the year ended December31 1995 and incorporated herein by reference

10.6 Amendment to the Noble Energy Inc Change of Control Severance Plan for Executives dated

effective February 12011 filed as Exhibit 10.1 to the Registrants Current Report on Form 8-K

Date of Event February 2011 filed February 2011 and incorporated herein by reference

10
$3.0 billion five-year Credit Agreement dated October 14 2011 among Noble Energy Inc

JPMorgan Chase Bank N.A as administrative agent Citibank N.A as syndication agent Bank

of America N.A Mizuho Corporate Bank LTD and Morgan Stanley MUFG Loan Partners LLC

as documentation agents and certain other commercial lending institutions named therein filed

as Exhibit 10.1 to the Registrants Current Report on Form 8-K Date of Event October 14 2011

filed October 18 2011 and incorporated herein by reference

10.8 Noble Energy Inc 2005 Non-Employee Director Fee Deferral Plan dated December11 2008

and effective as of January 2009 filed as Exhibit 10.20 to the Registrants Annual Report on

Form 10-K for the year ended December 31 2008 and incorporated herein by reference

10.9 2005 Stock Plan for Non-Employee Directors of Noble Energy Inc filed as Exhibit 10.1 to the

Registrants Current Report on Form 8-K Date of Event April 26 2005 filed April 29 2005 and

incorporated herein by reference

10.10 Form of Stock Option Agreement under the Noble Energy Inc 2005 Non-Employee Director

Stock Plan filed as Exhibit 10.1 to the Registrants Quarterly Report on Form 10-0 for the quarter

ended June 30 2005 and incorporated herein by reference

10.11 Amendment to the 2005 Stock Plan for Non-Employee Directors of Noble Energy Inc effective

September 2008 filed as Exhibit 10.1 to the Registrants Quarterly Report on Form 10-0 for

the quarter ended September 30 2008 and incorporated herein by reference

10.12 Amendment to the 2005 Stock Plan for Non-Employee Directors of Noble Energy Inc dated

effective March 17 2011 filed as Exhibit 10.1 to the Registrants Current Report on Form 8-K

Date of Event March 17 2011 filed March 22 2011 and incorporated herein by reference

10.13 Form of Restricted Stock Agreement under the Noble Energy Inc 2005 Non-Employee Director

Stock Plan filed as Exhibit 10.1 to the Registrants Current Report on Form 8-K Date of Event

January 27 2009 filed on February 2009 and incorporated herein by reference

10.14 Form of Restricted Stock Agreement under the Noble Energy Inc 1992 Stock Option and

Restricted Stock Plan filed as Exhibit 10.14 to the Registrants Annual Report on Form 10-K for

the year ended December 31 2009 and incorporated herein by reference
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Exhibit

Number Exhibit

10.15
Noble Energy Inc 1992 Stock Option and Restricted Stock Plan as amended through April 26
2011 filed as exhibit 10.1 to Registrants Current Report on Form 8-K Date of Event April 26
2011 filed April 27 2011 and incorporated herein by reference

10.16
Noble Energy Inc Change of Control Severance Plan for Executives as amended effective

January 12008 filed as Exhibit 10.40 to the Registrants Annual Report on Form 10-K for the

year ended December 31 2007 and incorporated herein by reference
10.17

Form of Noble Energy Inc Change of Control Agreement as amended effective January

2008 filed as Exhibit 10.41 to the Registrants Annual Report on Form 10-K for the year ended

December 31 2007 and incorporated herein by reference

10.18 Amendment to the Noble Energy Inc Change of Control Agreement dated effective February

2011 filed as Exhibit 10.2 to the Registrants Current Report on Form 8-K Date of Event

February 2011 filed February 2011 and incorporated herein by reference
10.19

Noble Energy Inc 2004 Long-Term Incentive Plan as amended effective January 12008 filed

as Exhibit 10.42 to the Registrants Annual Report on Form 10-K for the year ended

December 31 2007 and incorporated herein by reference
10.20

Noble Energy Inc 2005 Deferred Compensation Plan as amended effective January 2009
filed as Exhibit 10.31 to the Registrants Annual Report on Form 10-K for the year ended

December 31 2008 and incorporated herein by reference

12.1 Calculation of ratio of earnings to fixed charges filed herewith

14.1 Noble Energy Inc Code of Business Conduct and Ethics filed herewith

21 Subsidiaries filed herewith

23.1 Consent of Independent Registered Public Accounting FirmKPMG LLP filed herewith

23.2 Consent of Independent Registered Public Accounting FirmPricewaterhouseCoopers LLP filed

herewith

23.3 Consent of Independent Petroleum Engineers and GeologistsNetherland Sewell

Associates Inc filed herewith

31.1 Certification of the Companys Chief Executive Officer Pursuant to Section 302 of the Sarbanes

Oxley Act of 2002 18 U.S.C Section 7241 filed herewith

31.2 Certification of the Companys Chief Financial Officer Pursuant to Section 302 of the Sarbanes

Oxley Act of 2002 18 U.S.C Section 7241 filed herewith

32.1 Certification of the Companys Chief Executive Officer Pursuant to Section 906 of the Sarbanes

Oxley Act of 2002 18 U.S.C Section 1350 filed herewith

32.2 Certification of the Companys Chief Financial Officer Pursuant to Section 906 of the Sarbanes

Oxley Act of 2002 18 U.S.C Section 1350 filed herewith

99.1 Report of Netherland Sewell Associates Inc filed herewith

99.2 Report of Independent Public Accounting Firm PricewaterhouseCoopers LLP filed herewith

101 INS XBRL Instance Document

101 .SCH XBRL Schema Document

101 CAL XBRL Calculation Linkbase Document

101 LAB XBRL Label Linkbase Document

101 .PRE XBRL Presentation Linkbase Document

101 .DEF XBRL Definition Linkbase Document

Management contract or compensatory plan or arrangement required to be filed as an exhibit hereto

Copies of exhibits will be furnished upon prepayment of 25 cents per page Requests should be

addressed to the Senior Vice President and Chief Financial Officer Noble Energy Inc 100

Glenborough Drive Suite 100 Houston Texas 77067
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